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PEEFACE. 



The purpose of the following work is to exhibit in the 
simplest language possible the mechanism of the great 
system of Credit, Banking, and the Foreign Exchanges, 
and to explain the reasoning upon which is founded the 
Principle of Currency, which I published in 1856 — That 

THE TRUE METHOD OF CONTROLLING CREDIT AND THE PaPER 

Currency is bt adjusting the Eate of Discount by the 
Bullion in the Bank and the State of the Foreign 

I 

Exchanges — ^which is now universally acknowledged to 
be the true one, and which is now adopted by the Bank 
of England and by every bank in the world. 

H. D. M. 
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CHAPTER I. 

1, Banking is a department of the great Science of Eco- 
nomics, whicli is the Science of Exchanges, or of Commerce in 
its widest extent. 

The word Economics is derived from the Greek okoc, which 
is the technical term in Attic law for Property of all sorts and 
descriptions, whatever its nature be, and vofiog, a law. Hence 
the word Economics means the Science which treats of the Laws 
which govern the relations of Exchangeable Quantities. 

Banking, as will be explained more fully hereafter, is that 
department of the Science of Economics which treats of the 
exchanges of Money for Credit, and of Credit for Credit. 

On the Definition of Wealth, or an Economic Quantity. 

2. Aristotle says : — " We call Wealth everything whose value 
is measured by Money," or rather, we may say everything which 
is exchangeable, as Money itself is an Exchangeable Quantity. 

Aristotle's definition of Wealth is now generally accepted by 
modem IJconomists as the true one, thus Mill says : — " Every- 
thing forms therefore a part of Wealth which has power of 
purchasing.'' In these passages we find what the fundamental 
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2 THE ELEMENTS OP BANKING. 

general conception of Wealth is — it is anything whatsoever, 
whatever its nature be, which is exchangeable — ^which may 
be bought and sold — everything which can be exchanged sepa- 
rately and independently of anything else. 

The only criterion, then, of anything being Wealth is — can it 
be valued ? Can it be bought and sold ? Can it be exchanged 
separately and independently of anything else? 

This criterion may seem very simple, and it is now generally 
adopted as the true one ; but in fact to apply it properly, to 
discern what is and what is not, separate and independent 
exchangeable property, requires a thorough knowledge of some 
of the most abstruse branches of Law and Commerce. 



On the Tliree Species of Wealth, or Economic 

Quantities. 

3. Having, then, obtained a good general idea or funda- 
mental conception of Wealth, or of an Economic Quantity, we 
have now to consider how many distinct orders of Quantities there 
are which satisfy this definition. 

1. There are material things like land, houses, cattle, corn, 
timber, money, and innumerable other things of that nature, 
which everyone admits to be Wealth. 

2. A person may sell his Labour or services in many capaci- 
ties, as a ploughman, a bricklayer, artisan, advocate, physician, 
engineer, professor, etc., and when a man sells his Labour for 
Money, its Value is measured by Money as precisely as if it were 
corn or timber. Hence Labour is Wealth by Aristotle's definition. 

3. There is, besides, a third order of Quantities which can be 
bought and sold. If a person had 100,000Z. of Bank of England 
notes, or if he had a million of money, as is commonly said, in 
the Funds, or in shares of the London and Westminster Bank, 
he would be considered wealthy. These things, therefore, are a 
form of Wealth, distinct no doubt from the other two, but yet 
they are bought and sold for money; therefore they satisfy 
Aristotle's definition of Wealth. They are, however, merely 
abstract Rights : and there are many other kinds of Rights which 
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may be bought and sold, such as Copyrights, Patents, the Good- 
Avill of a business, an Advowson, etc. All these are mere 
abstract Rights, quite separate and distinct from any particular 
money, and yet they are all valuable Property — they may all be 
bought and sold — and, therefore, they all satisfy Aristotle's 
definition of Wealth. 

We have therefore found three distinct orders, or species, of 
Quantities which satisfy Aristotle's definition of Wealth; and 
reflection will show that there is nothing whatever which may 
be bought and sold which does not fall under one of these three 
orders of Quantities : either it is material : or it is some kind of 
Labour : or it is an abstract Right. Hence there are three orders 
of quantities, and only three, which satisfy Aristotle's definition 
of Wealth, which may be symbolised by the words Money, 
Labour, and Credit — Money being taken as the type of all 
material and corporeal things ; Labour as the type of services of 
aU sorts ; and Credit as the type of Rights of all sorts ; and all 
exchanges, that is all commerce, consist of the exchanges of 
these three orders of Quantities. 

That all material things which can be bought and sold are 
now admitted to be Wealth is so well known that we need not 
waste time in proving it. 

All modern Economists since Adam Smith admit that the 
abilities, skill, energy, capacity, character, and personal qualities 
of the people of a country are Wealth — because they can buy and 
sell their use, and make an income by their exertion. 

Smith enumerates as part of the Wealth or fixed Capital of a 
country, " the acquired and useful abilities of all the inhabitants 
or members of the society. The acquisition of such talents, by 
the maintenance of the acquirer during his education, study, or 
apprenticeship, always costs a real expense, which is a Capital 
fixed and realised, as it were, in his person. These talents, as 
they make a part of his fortune, so do they likewise of that of 
the society to which he belongs." 

So also Say says : — " He who has acquired a talent at the price 
of an annual sacrifice, enjoys an accumulated Capital, and this 
Wealth, though immaterial, is nevertheless so little fictitious, 
that he daily exchanges the exercise of his art for gold and 
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4 THE ELEMENTS OP BANKING, 

silver." — " Since it has been proved that immaterial property such 
as talents and acquired personal abilities, form an integral part 
of social Wealth." 

Senior also says: — "If the question. whether personal qualities 
are articles of Wealth had been proposed in classical times it 
would have been too clear for discussion. . . • They perish 
indeed by his death, and may be impaired or destroyed by 
disease, or rendered valueless by any changes in the custom of 
the country which shall destroy the demand for his services ; 
but subject to these contingencies, they are Wealth, and Wealth 
of the most valuable kind. The amount of revenue derived 
from their exercise in England far exceeds the rental of all the 
lands in Great Britain." 

So also : — " Even in our present state of civilisation, which 
high as it appears by comparison, is far short of what may be 
easily conceived, or even of what may be confidently expected, 
the Intellectual and Moral Capital of Great Britain far 
exceeds all the Material Capital, not only in importance, but in 
productiveness. The families that receive mere wages probably 
do not form a fourth of the community ; and the comparatively 
larger amount of the wages even of these is principally owing to 
the capital and skill with which their efforts are assisted and 
directed by the more educated members of the society. Those 
who receive mere rent, even using that word in its largest sense, 
are still fewer; and the amount of rent, like that of wages, 
principally depends on the knowledge by which the gifts of 
nature are directed and employed. The bulk of the national 
revenue is profit, and of that profit the portion which is merely 
interest on Material Capital, probably does not amount to one- 
third. The rest is the result of Personal Capital, or, in other 
words, of education." 

So Mill says : — " The skill and the energy, and the perse- 
verance of the artisans of a country are reckoned part of its 
Wealth no less than their tools and machinery." And why not 
the skill and energy and the perseverance of other classes as well 
as artisans ? He also says : — " Acquired capacities which exist 
only as a means, and have been called into existence by labour, 
iall eiactly as it seems to me within that designation." 



MGIITS ARE WEALTH. 5 

Kow the skill, energy, character, and abilities of the people 
of a country may be used as Wealth in two ways, as we shall 
show at greater length hereafter : the one by their direct exer- 
cise in rendering some service which is tenned Labour ; and 
secondly, by purchasing commodities, with the view of selling 
them again with a profit, by means of a Promise to pay out of 
the future profits, which is termed Credit. It id with the latter 
method of utilising personal qualities that we are chiefly con- 
cerned in this work. 

We now come to the third species of Economic Quantities — 
namely, Rights. 

It is laid down as a fundamental definition in Roman law — 

" Under the name of Wealth (JPecunia) not only ready money, 
but everything both immovable and movable, both corporeal 
and Rights {Jura), are included." 

And there are several other passages expressly declaring that 
Rights are included imder the term * Res ' and * Bona^^ or goods 
and chattels ; we may quote one from Ulpian : — 

" We are accustomed to buy and sell Debts payable on a 
certain day or at a certain event. For that is Wealth which 
may be bought and sold." 

So Sir Patrick Colquhoun, in his " Summary of the Roman 
Civil Law," says — "The first requisite of the consensual contract 
of emptio et venditio is a Merx or object to be transferred by 
the seller to the buyer, and the first great requirement is that it 
should be in commerdo, that is, capable of being freely bought 
and sold. Supposing such to be the case, it matters not whether 
it be an immovable or a movable, corporeal or incorporeal, 
existent or non-existent, certain or uncertain, the property of 
the vendor or another : thus a horse, a Right of Action, servi- 
tude, or thing to he acquired^ or the acquisition whereof depends 
on chance. 

" A purchaser may buy of a farmer the future crop of a 
certain field. Wine which may grow the next year in a certain 
vineyard may be bought at so much a pipe, or a certain price 
may be paid irrespective of quantity or quality, and the price 
would be due though nothing grew, or for whatever did grow. 
In the second case the bargain is termed emptio spei, and in the 
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first and last emptio rei speratcBy which all such bargains are 
presumed to be in cases of doubt. 

" The cession of a Right of Action being legal in the Roman 
law, the Right of A to receive a debt due bj B may be sold 
to C." 

Thus we see that a Right of Action — which is, as we 
shall show hereafter, what is termed a Credit or a Debt in Law, 
Commerce, and Economics — is expressly included under the title 
Wealth, Goods, and Merchandise, in Roman Law. 

It is exactly the same in every system of Law. It is one of 
the elementary principles of law that a Right of Action is a 
species of Property. Thus Mr. Williams says: — " Choses-in- 
action having now become assignable, became an important kind 
of personal Property." — "A legal cJiose-in-aciion constitutes a 
valuable personal Property." So also Mr. Justice Byles, in 
speaking of Bills and Notes, which are Rights of action recorded 
on paper, says : — " This species of Property is now in aggregate 
value inferior only to the land or Funded Debt of the kingdom." 
This sentence was written more than forty years ago, and we 
may safely assert that the mass of Credit in circulation at the 
present time greatly exceeds the Funded Debt. So also a Right 
of Action is included under the term " goods and chattels " or 
"effects" in'an Act of Parliament. 

We have said enough now to show that a Right of Action, 
or a Credit, or a Debt, is included under the title of Wealth, 
Goods and Chattels, Property, or Merchandise, because it may be 
bought and sold, in every system of law. As we shall have to 
explain the nature of this species of property at greater length 
hereafter, we shall say no more about it here, so as not to say 
the same things twice over. All that we want to impress upon 
the reader at present is, that Rights of all sorts are a distinct 
order of Wealth or Exchangeable Quantities. 

4, Hence there are three distinct orders of Exchangeable 
Quantities, or Wealth, as it is technically termed, which may be 
typified by the terms Monet, Labour, and Credit: and all 
Exchanges, that is, all Commerce, consist in the exchanges of these 
three orders of Economic Quantities. Hence it is easily seen that 
there are Six different kinds of Exchange or Commerce — 
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1. The exchange of a material product for a material product : 
such as so much moiiej for so much com, timber, books, furni- 
ture, etc. 

2. The exchange of a material product for a service or 
labour : as when a person^s labour is paid for in money or any 
other material product. 

3. The exchange of one kind of service or labour for another 
kind of service or labour. 

4. The exchange of so much labour or service for a Right of 
action, or a Credit : as when labour is paid for in Bank Notes, 
Cheques, etc. 

5. The exchange of a material product for a right of action, 
or credit : as when money or merchandise is exchanged for a 
bank note, cheque, or any form of credit. 

6. The exchange of one Kight for another Right : such as 
when a banker buys one Right of action, such as a Bill of Ex- 
change, by creating another Right of action, either in the form of 
his own Notes or by means of a Credit in his books. 

These Six species of exchange comprehend all commerce in 
its widest extent, and in all forms and varieties ; and they 
constitute the great Science of Economics, or the Science which 
treats of the exchanges of property. 

Out of all these Six species of exchange in their different 
varieties, the business of Banking consists in two only, which 
are included imder the two last species above enimierated. It 
consists in the exchange pf — 

1. Money for Rights of Action, or Credit, or Debts. 

2. One Right of Action for another Right of Action, or of 
one kind of Credit, or Debt, for another kind of Credit, or Debt. 

And it is this department of the complete science of Economics 
which is the subject matter of this work. 



On the Meaning of the Word Pkopertt. 

5. Having thus found that there are three distinct species of 
Exchangeable or Economic Quantities, typified by Monet, Labour, 
and Credit, our next object is to find a general term which wiJl 




8 THE ELEMENTS OF BANKING. 

include them all, and this general term we shall find in the 
word Property. And when we understand the meaning of the 
word Property, we shall find that it will throw a flood of light 
over the whole of Economic Science, and in fact it is wholly 
impossible to understand the science of Banking without it. 

Most persons in modem times, when they speak or hear of 
Property, think of some material things, such as money, houses, 
lands, corn, timber, cattle, etc. But that is not the true mean- 
ing of the word Property. Property in its true and original 
sense is not a material thing, but the Right to something. 

In the times of early Roman jurisprudence the absolute owner- 
ship in anything, as well as the thing itself, was called Manci- 
piunif because it was supposed to be acquired by the strong 
hand, and if not kept with a very firm grasp, would probably be 
lost again. 

As civilisation advanced, the ownership of things was held to 
be centred in the family or Domua ; but the head of the house 
alone exercised all Rights over it ; hence this Right was called 
Dominium', no other member of the family could have any 
individual Right. Dominium was then adopted in Roman law as 
the term for the absolute ownership of anything. 

Afterwards, in the days of the early emperors, the extreme 
rigour of the patria potestas was relaxed, and the individual 
members of the fiimily were allowed to have exclusive Rights to 
things ; and then this right was called Proprietas, because it 
was restricted to the individual, and excluded every one else. 
" Dominium id est Proprietas," says Neratius, a jurist of the age 
of Trajan and Hadrian. 

Proprietas in Roman law, therefore, meant Ownership, or a 
person's Right to something exclusively of any one else. We do 
not believe that the word Proprietas in Roman law was ever 
applied to the thiDgs themselves. 

The word Property was always used exclusively in this 
sense by early English writers. Thus grand old Wycliffe says : 
" They made Property of ghostly goods, where no Property may 
be ; and professed to have no Property in worldly goods, where 
alone Property is lawfiil." So Bacon invariably uses Property to 
mean the Right to a thing. He says one of the uses of the 
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law, " is to dispose of the Property of their goods and lands." He 
explains the various methods by which " Property in goods and 
chattels may be acquired.** So he speaks of the *' Interest or 
Property of a timber tree." 

And we might multiply examples to any extent, which, how- 
ever, would be superfluous. 

Property, therefore, in its true sense, means solely a Eight, 
Interest, or Ownership ; and consequently to call goods or material 
things Property is as great an absurdity as to call them Bight, 
Interest, or Ownership. 

To call the goods themselves Property is comparatively speak- 
ing a modern corruption, and we cannot say when it began. 

Many words in EngJish law which are usually supposed to 
mean things, in reality mean Rights to things. Thus an Annuity 
is not the actual money paid, but the Bight to demand a series of 
payments, and is quite separate from the money itself; the 
Funds are Rights in the persons of the creditors of the nation to 
demand a series of payments from the government. Tithes are 
not the actual produce of the earth rendered, but the Right to 
demand them. Rent is not the sum actually paid for the use of 
lands, houses, etc., but the Right to demand a pajnnent for their 
use. A Debt is not the money owed by the debtor, but the 
Right to demand it from him, and so on in many other cases. 

Thus when we speak of landed Property, house Property, 
real Property, personal Property, literary Property, funded Pro- 
perty, we mean Eights to land, Rights to houses, Rights to realty, 
Rights to personalty. Rights to payments from the nation. Rights 
to the profits of literary works, and so on. 

6. Many eminent jurists have observed that jurisprudence 
has nothing to do with the things themselves, but only with the 
Rights to them. Thus when a person has damaged any goods 
belonging to another person, it is not for the actual damage done 
to the goods that an action lies ; but for the injury done to the 
person ; that is for the infringement of his legal Right {injuria), 
to the enjoyment and use of the goods. If the goods belong to 
no person there is no injury and no Eight of action. 

It is precisely the same in Economics ; it has nothing to do 
with material substances, but only vrith the Rights to them, and 
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with the Exchanges of those Rights. And the object of the 
science of Economics is to investigate the laws which govern 
the proportions in which these Rights will exchange for each 
other. 

7, Property, then, being clearly understood to be a Right, 
there are two classes of Property which are the subject of sale 
or exchange with which we are concerned in this work : — 

1. There may be Property in some material physical sub- 
stance which is already in existence, and which has already come 
into the possession of the proprietor, such as lands, houses, 
furniture, money, etc. These things are in a complete state of 
existence. This species of Property is called in English and 
Roman law Corporeal Property, because it is the Property, or 
Right in some specific matter. Hence this species of Property is 
usually called Corporeal, or Material Property, or Corporeal, or 
Material Wealth. 

2. We may have a Property or Right wholly severed and 
separated from any specific corpus or matter in possession. It may 
not even be in existence at the present time ; or it may be 
someone else's Property at the present time, and only come 
into our possession at some future time. 

Thus those who possess lands, cattle, fruit trees, etc., have 
the Property in their future produce. Now though the produce 
itself will only come into existence at a future time, the Property 
or Right to it, when it does come into existence, is present, and 
may be bought and sold like any material Property. 

So we may have the Right or Property to demand a sum of 
Money from some person at a future time. That sum of Money 
may no doubt be in existence, but it is not in our possession ; it 
may not even be in the possession of the person bound to pay 
it. It may pass through any number of hands, and eflfect any 
number of exchanges before it is paid to us. But yet our 
Property to receive it is present and existing, and we may sell 
and transfer that Property to any one else for Money. 

A landlord lets a house to a tenant. In exchange for the 
Right to use the house the tenant gives the landlord the Right to 
demand a series of payments every three months. This Right is 
'the Rent. Now though the tenant will only make these pay* 
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ments at definite future intervals, and no one can tell where tlie 
actual money is which will be paid, or how many hands it may 
pass through before it is paid, yet the landlord's Right to demand 
them is present, and he may sell and transfer that Right to any 
one else. 

So if a merchant sells goods to a trader in exchange for his 
Promise to pay three months after date, that Promise to pay is 
a Right or Property which may be bought and sold, though no 
one can tell where the money is which will pay the debt. 

The state requires a sum of money for some public purpose : 
in exchange for a sum of money paid down, it agrees to 
give its creditors a perpetual Annuity, or Right to demand a 
certain sum at fixed times for ever. Now no one can tell where 
the money is which the state will pay at these future times. It 
may not even be in existence at the present time, it may be still 
in the mine. But the Rights of the creditors to demand these 
payments are present and existing, and may be bought and sold 
like any other material property. These Rights are called the Funds. 

This species of Property, or abstract Right, wholly separated 
from any specific corpus or matter, is in Roman and English 
law called Incorporeal Property. 

But each species of Property may be bought and sold, trans- 
ferred or exchanged, and therefore is called Fecunia, Res, Bona, 
Merx, 

8. There are many kinds of Corporeal Property and many 
kinds of Incorporeal Property, but the only kind of Corporeal 
Property with which we are concerned in this work is Money, 
and the only kind of Incorporeal Property we are concerned with 
is the Right to demand a sum of money from some person. This 
kind of Incorporeal Property is, as we shall afterwards show, 
termed Credit or Debt, in Law, Commerce, and Economics. 
The business of Banking consists exclusively in the exchange 
of Money for Credit, and of Credit for Credit. 

Definition of Value. 

9. If at any time any Economic Quantity, A, can be ex- 
changed for any other Economic Quantity, B, then the Quantity A 
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is termed the Value of B, and B is similarly termed the Value of 
A. Now as each of the three species of Economic Quantities may 
be exchanged for either of the others, any Quantity may have value 
in terms of the others. Suppose that at any time 1 oz. of gold 
will exchange for 15 oz. of silver, then it is said 1 oz. of gold is 
of the Value of 15 oz. of silver, which is simply this equation : — 

1 oz. gold» 15 oz. silver. 

Hence Value may be said to be the sign of equality between 
any two Economic Quantities. As Aristotle says : — " Now the 
term Value is used in reference to External Goods." 

So it is said in Homan law: — " The Value of a thing is what 
it can be sold for J' 

We have then this definition — 

TAe. Value of any Economic Quantity is any other Economic 
Quantity for which it can he exchanged. 

Hence any Economic Quantity has as many Values as Quanti- 
ties it can be exchanged for : and of course, if it can be exchanged 
for nothing, it has no Value. This shows that there can be no 
such thing as absolute Value, or imiversal Value, because there is 
nothing probably which can be exchanged universally throughout 
the world. 

Value, therefore, by the very definition, like distance or an 
equation, requires two objects. We cannot speak of absolute or 
intrinsic distance, or equality. A single object cannot be distant, 
or be equal. If we are told that an object is distant, or equal, 
we immediately ask — Distant from what? or equal to what? 
So it is equally clear, that a single object cannot have value. 
We must always ask — Value in what? And it is clear that, as 
it is absurd to speak of a single object having absolute or in- 
trinsic distance, or having absolute or intrinsic equality ; so it 
is equally absurd to speak of an object having absolute or 
intrinsic Value. 

This must suffice here for the definition of Value ; we shall 
have to enter somewhat more fully into the theory of value in 
the next chapter. 
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On Monet and Credit. 

10. In tlie primitive ages of the world we have abundant 
evidence that there was no such thing as Money. "When persons 
traded, they exchanged the products directly with one another. 
Thus we have in Iliad, vii. 468 : — 

" From Lenmos' Isle a namerous fleet had come 
freighted -with wine. .... 

All the other Greeks 
Hastened to purchase, some with brass, and some 
With gleaming iron : some with hides, 
Cattle, or slaves." 

This exchange of products against products is termed Barter, 
and the inconveniences of this mode of trading are palpable. 
What haggling and bargaining it would require to determine 
how much leather should be given for how much wine, how 
many oxen, or how many slaves I Some ingenious person would 
then discover that it would greatly facilitate traffic, if the things 
to be exchanged were referred to some common measure. There 
are several passages in the Iliad and Odyssey which show that 
even while traffic had not advanced beyond barter, such a stand- 
ard of reference was used. We find that various things were 
firequently estimated as being worth so many oxen. Thus in 
Hiad, ii. 448, Pallas's shield, the -^gis, had 100 tassels, each of 
the value of 100 oxen. In Iliad vi. 234, Homer laughs at the 
folly of Glaucus, who exchanged his golden armour, worth 
100 oxen, for the bronze armour of Diomede, worth nine oxen. 
In Iliad, xxiii. 703, Achilles oflfers as a prize to the conqueror 
in the funeral games in honour of Patroclus, a large tripod, 
which the Greeks valued among themselves at twelve oxen, and 
to the loser a female slave, which they valued at four oxen. But 
it must be observed that these oxen did not pass from hand to 
hand like Money. The state of barter still continued, as it is 
quite common at the present day when the precious metals are 
used as Money, to exchange goods according to their Value in 
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I\ ij. Such a state of things in no way implied Money, or 
Currency, or Circulating Medium. 

The necessity for Money arises from a somewhat different 
cause. So long as the things exchanged were equal in value 
there would be no need for Money. If it happened that the 
exchanges of products or services among persons were equal, 
there would be an end of the matter. But it would often happen 
that when one person required some product or service from his 
neighbour, that neighbour would not require an equal amount of 
product or service at the same time, or, perhaps, even none at all. 
If then a transaction took place with such' an unequal result, 
there would remain a certain amount or difference of product 
due from the one to the other, and this would constitute a Debt 
— that is to say, a Right or Property would be created in the 
person of the creditor to demand this balance of product at some 
future time, and at the same time a Duty is created in the per- 
son of the debtor to pay the product, or perform the service, 
when required. 

Now among all nations who exchange, this result must 
inevitably happen : persons want something from others when 
those other persons want nothing from them. And it is easy to 
imagine the inconveniences which would arise if persons never 
could get anything they wanted, unless the persons who could 
supply these things wanted something in return at the same 
time. 

11, In process of time all nations hit upon this plan ; they 
fixed on some material substance which they agreed to make 
always exchangeable among themselves to represent the amount 
of Debt 

That is, that if an unequal exchange took place among per- 
sons with a balance due from one to the other, then an amount 
of this universally exchangeable merchandise was given to make 
up the balance, so that the person to whom the balance was due 
might get an equivalent from some other person. 

Suppose a wine-dealer wants a quantity of bread from a 
baker; but the baker wants only one half the equivalent 
quantity of wine from the wine-dealer, or, perhaps, even none 
at all. 
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The wine-dealer takes the bread from the baker and gives him 
in exchange as much wine as he wants, and makes up the balance 
by giving an amount of this generally exchangeable merchandise; 
or if he wants no wine at all the wine-dealer gives him the full 
Value or equivalent of the bread in this merchandise. 

The baker perhaps wants shoes and meat but not wine. 
Having received this merchandise from the wine-dealer, he goes 
to the shoemaker and butcher, and obtains the equivalent of 
the product he sold to the wine- dealer in the form of shoes and 
meat. 

Thus is seen the fundamental nature of Money ^ as this 
universally exchangeable merchandise is called: its especial and 
particular purpose is to represent the Debts that arise from 
unequal exchanges among men, and to enable persons to obtain 
the equivalent of the service they have done to one person from 
some one else. 

12. Many species of merchandise have been used by dif- 
ferent nations, but however different in their form, this is the 
universal want which they supplied. And the true nature 
of Money is to be a Right, or Title, to demand something from 
others. 

That this is the t5rue nature of Money, has been seen by 
many writers ; thus Aristotle says : — 

" But with regard to a future exchange (if we want nothing 
at present, that it may take place when we do want something) 
Money is, as it were, our Security. For it is necessary that 
he who brings it should be able to get what he wants." 

So an old pamphleteer in 1710 saw the same truth. lie 
says : — " Trade found itself unsufferably straightened and per- 
plexed for want of a general specie of a complete intrinsic worth 
as the medium to supply the defect of exchanging, and to make 
good the balance, where a nation, or a market, or a merchant 
demands of another a greater quantity of goods than either the 
buyer had goods to answer, or the seller had occasion to take 
back." 

So Baudeau, one of the most eminent of the Physiocrates, or 
first school of Economists, says : — 

** This coined Money in circulation is nothing, as I have said 
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elsewhere, but effective Titles on the general mass of useful and 
agreeable enjoyments which cause the well being and propaga- 
tion of the human race. . 

** It is a kind of a Bill of Exchange, or Order payable at the 
will of the bearer. 

'^ Instead of taking his share in kind of all matters of sub- 
sistence, and all raw produce annually growing, the sovereign 
demands it in Money, the effective Title, the Order, the Bill of 
Exchange." * 

So Smith says : — " A guinea may be considered as a Bill for a 
certain quantity of necessaries and conveniences upon all the 
tradesmen in the neighbourhood." 

So Henry Thornton says : — " Money of every kind is an Oi-der 
for goods. It is so considered by the labourer when he receives 
it, and is almost instantly turned into money's worth. It is 
merely the instrument by which the purchaseable stock of the 
country is distributed with convenience and advantage among 
the several members of the community." 

This great fundamental truth was also very clearly expounded 
by Bastiat ; he says — " This is now the time to analyse the true 
function of Money, leaving out of consideration the miners and 
importation. 

"You have a crown piece. What does it mean in your 
hands ? It is, as it were, the witness and the proof, that you 
have at some time done some work which instead of proiSting by, 
you have allowed society to enjoy, in the person of your client. This 
crown piece witnesses that you have rendered a service to society, 
and moreover states the Value of it. It witnesses besides that 
you have not received back from society a real equivalent service 
as was your right. To put it in your power to exercise this 
Right when and how you please, society by the hands of your 
client has given you an Acknowledgment, a Title, an Order 
of the state, a Token, a Crown-piece, in short, which does not 
differ from Titles of Credit, except that it carries its Value in 
itself (?) and if you can read with the eye of the mind, the in- 
scription it bears you can distinctly see these words. Pay to the 
hearer a service equivalent to that which he has rendered to 
society. Value received and stated^ proved and measured by that 
which is on me. 
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'* After tliat you cede your Crown piece to me. Either it is 
a present, or it is in exchange for something else. If you give 
it to me as the price of a service, see what follows : your accoimt 
as regards the real satis&ction with society is satisfied, balanced, 
closed. You rendered it a service in exchange for a Crown 
piece, you now restore it the Crown piece in exchange for a 
service : so far as regards you the account is settled. But I am 
now just in the position you were before. It is I now who have 
done a service to society in your person. It is I who have 
become its Creditor for the value of the work which I have done 
for you, and which I could devote to myself. It is into my 
hands, therefore, that this Title of Credit should pass, the 
witness and the proof of this social Debt." 

" It is enough for a man to have rendered services, and so to 
have the Right to draw upon society by the means of an ex- 
change for equivalent services. That which I call the means of 
exchange is Monet, Bills of Exchange, Bane Notes, and also 
Bankers. Whoever has rendered a service, and has not received 
an equal satisfaction is the bearer of a Warrant, either possessed 
of Value, like Money, or of Credit, like Bank Notes, which gives 
him the Right to draw from society when he likes, where he 
likes, and under what form he will, an equivalent service." 

So Mill says—:" The pounds or shillings which a person 
receives weekly, or yearly, are not what constitute his income ; 
they are a sort of Ticket or Order, which he can present for 
payment at any shop he pleases, and which entitle him to receive 
a certain value of any commodity that he makes choice of. The 
fsLTmer pays his labourers, and the landlord in these Tickets as 
the most convenient plan for himself." 

Thus all these writers are absolutely agreed as to the funda- 
mental nature of Monet : and this may be stated as the funda- 
mental axiom of Monetary Science — The Quantity of money in 
any country represents the amount of Debt which there would 
be if there was no Monet ; and consequently Where there is 
NO Debt there can be no Monet. We have shown elsewhere 
that the greatest monetary disasters the world ever saw have 
been produced by violating these fundamental axioms. 

13» Different nations have adopted different substances to 

c 
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represent this iiniversal want. The Hebrews we know used 
silver: although no money was used at the period of the 
Homeric poems, copper skewers were some time afterwards 
employed as money in Greece, which were superseded by 
the silver coinage of Pheidon. The Ethiopians used carved 
pebbles, and the Carthaginians leather discs, with some mysterious 
substance sewed up in them. Throughout the islands of the 
Eastern Ocean, and many parts of Africa and India shells are 
still used. In Thibet, and some parts of China little blocks of 
compressed tea serve as money. Salt is used in Abyssinia : and 
in the oasis of Africa a certain measure of dates, called a hafia^ 
serves as money. In the last century dried cod was used in 
Newfoundland : sugar in the West Indies : and tobacco in Vir- 
ginia. Smith says that in his day a village in Scotland used 
nails. In some of the American colonies powder and shot ; in 
Campeachy logwood ; and among the North American Indians 
belts of wampum served the purpose of Money. It is said that 
in 1867 the proprietors in Virginia were reduced to such neces- 
sity as to use dried squirrel skins as money. And no doubt 
many other things have been used by other nations. 

But when we consider the purposes for which Money is 
intended, it is easily seen that no substance possesses so many 
advantages as a Metal. The use of Money being to preserve 
the record of services being due to the owner of it for any future 
time, it is clear that it should not be liable to alter by time. A , 
Money of dried cod would not be likely to keep very long, nor 
would it be very easily divisible. One of the iSrst requisites of 
Money is that it should be divisible into very small fragments, 
so that its owner should be able to get any amount of services at 
any time he pleases. Taking these requisites into consideration, 
it is manifest that there is no substance which combines these 
qualifications so well as Metal. It is uniform in its texture, and 
it can be divided into any number of fragments, each of which 
shall be equal in value to another fragment of equal weight : 
and if required, these fragments can always be reunited, and form 
a whole again of the aggregate value of all its parts. All civilised 
nations, therefore, have agreed to adopt a Metal as IMoney, and of 
metals, Gold, Silver and Copper, have been chiefly used. 
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14. Now when persons take a piece of money in exchange 
for services or products, they can neither eat it, nor drink it, 
nor clothe themselves with it. The only reason why they take it 
is, as we have seen, because they believe they can exchange it 
away again whenever they please for other things which they 
do require. It is therefore what is called Credit. As Edmund 
Burke says of Gold and Silver — " The two great recognized 
species that represent the lasting conventional Credit of man- 
kind." 

Hence we obtain the fundamental conception of Credit — 
Credit is anything which is of no direct use, hut which is 
taken in exchange for something else, in the belief or confidence 
that we have the Right to exchange it away again. 

Credit is therefore the right or property of demanding some- 
thing else when we require it. It is the Right to a future 
payment ; and it must be particularly observed that Credit is not 
the Transfer of something, but it is the Name of a certain 
species of Right or Property. 

15. So long as nations continue in a low state of civilisation 
all this Credit, or Money, is of some mat ^rial substance. But 
when they advance in civilisation they use Credit in another 
form. To revert to the case from which we shewed how the neces- 
sity for Money originated, that of unequal exchange, suppose 
that the Debtor instead of the general merchandise called Money, 
gives the Creditor a simple Promise to render the balance of 
service when required. Then the Creditor has the Right to 
demand an equivalent in future. But it is only a Right against 
a particular person. Suppose for instance that a person holds a 
tea merchant's promise to pay five pounds of tea. The Creditor 
may sell or transfer that Right to any one else. Suppose he 
happened to want bread, and the baker happened to want tea, 
the Creditor might sell the Right to demand so much tea in ex- 
change for so much bread. Now that Right is only to demand a 
particular thing ; and only from a particular person : and that 
person may die, or become insolvent, and may not be able to 
fulfil his promise. 

Hence the Value of the Promise is particular and precarious. 
But if the tea merchant can fulfil his Promise, that Promise is of 

c2 
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the Value of the tea« The tea is the Value of the Promise, 
And to any one who wants tea, the Promise is of exactly equal 
Value with Money. So if any one wants anything, an Order for 
that thing is of the same Value as Money with regard to that 
particular thing. If a person wants a shilling's worth of bread, 
an Order for that amount of bread is of the same Value as a 
shilling with respect to bread : if a person wants a shilling's 
worth of milk, an Order for that amount of milk is of the ,same 
Value as a shilling with respect to milk : and so on of everything 
else. The only difference is that each of these Orders only en- 
titles a person to that particular thing, whereas with a shilling 
he can buy a shilling's worth of bread, or a shilling's worth of 
milk, or wine, or anything else he pleases. Hence each of 
these Orders has only got one Value, but Money has a multitude 
of Values. Again if the person who has made the Promise can- 
not perform it, the Promise has lost its Value ; but if a person 
has Money he can always find some person to give him the 
equivalent he wants for it. Hence such an Order has only 
particular and precarious Value, but Money has general and 
permanent Value. 

This Order or Promise is what is usually called Credit ; and 
it is clearly seen that though it is of a lower and inferior form, 
yet it is of the same general nature as Money. And because 
such Orders, or Promises, can be exchanged or bought and sold 
like any material chattel they are called Fecunia, Res, Bona, 
and Merx in Roman Law. 

16. From this it will be seen that it is perfectly possible to 
carry on the exchanges of society without material Money. 
During the late civil war in America gold and silver money 
entirely disappeared from circulation, and private tickets of the 
nature described above, took its place. Instead of Money, people 
had their pockets filled with bread tickets, milk tickets, railroad 
tickets, &c. If a man had his hair cut and tendered a dollar in 
payment he could not get change in money, but he received so 
many tickets promising to cut his hair so many times. We saw 
a case in an American paper where payment was made in tickets 
promising to pay strawberries when the season came on. 

17. This Paper Credit which we have described would in 
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its simplest form have the particular service or product, it was 
intended to command stated on the face of it, as we have just 
seen was done in the American war. This however would 
manifestly limit its utility, so by universal consent it is almost 
invariably the custom to make the Paper Credit of a country a 
Promise to pay in Metallic Money, which is the generally received 
power of commanding all services and products. Paper Credit, 
therefore, in modem practice instead of Promising that the Debtor 
will render any amount of particular service, almost always 
Promises that he will give a certain amount of Metallic Money 
either on demand, or at some fixed time. 

What we have said now is sufficient to explain the true 
Nature of Money and Credit. The fundamental conception of 
Money is that it represents Debt or Services due : but of course 
the value of the material which it is composed of with respect to 
other things is governed by the general laws of Value : which 
however are not necessary for the purpose of this work, in which 
we have only to do with the exchange of Money for Credit, or 
Promises to pay Money. It is now clearly shewn that Money 
and Credit are homogeneous quantities and that Money is only 
the highest and most general form of Credit. 



On Sale or Circulation. 

18. When commodities are interchanged directly for one 
another it is called Barter or Exchange. When commodities 
are interchanged for Money, that Money is only taken in order 
that it may be interchanged again for something else. Hence 
Say aptly said that when Money is used the transaction is half- 
an-exchangey which is true. It is also called a Sale. A Sale 
always denotes a transaction in which one of the quantities ex- 
changed is Money or Credit; that is when one quantity is a 
useful commodity, and the other only the Right to demand one : 
that is when the interchange is of things of an unlike nature. 
An Exchange is always an interchange of things of a like nature. 
Thus we speak of the Foreign Exchanges, or the Value of the 
Money of one country in terms of the Money of another; or we 
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ask for the change (i.e. the 'change or exchange) of a 5Z. Note, a 
Cheque, or a Sovereign. So we speak of exchanging a picture 
for a statue, or one book for another. When the interchange 
is of commodities for Money or Credit, the one who gives 
Money, or Credit, is said to Buy the commodity ; and the one 
who gives the commodity is said to Sell it. Thus we huy a. 
horse or a house with Money. Formerly an officer bought a 
commission in the army, but he exchanged from one regiment 
to another. So in Lear when Albany throws down his glove 
to the traitor Edmund, the latter, throwing down his own 
says — "There's my exchange" — meaning like for like. So in 
Hamlet Laertes says — 

" Exchange forgiveness with me, noble Hamlet" 

A transaction in which Money or Credit is given for com- 
modities is, as just said, termed a Sale. The sum total of 
these Sales is properly termed the Circulation. Hence a 
sipgle piece of Money may add considerably to the Circulation, 
for every time it is transferred it adds to the Circulation. It 
is' to be observed that the word Circulation is very often used 
in a very corrupt sense to mean Money and Bank Notes, more 
particularly the latter. But to call the Notes which circulate, 
the Circulation, is as great a confusion of ideas as to call a 
wheel a rotation. We shall accordingly never use the word 
Circulation to mean the issues of a bank; the correct expression 
evidently is to say the Notes in Circulation, 



On the Terms Currbnct cmd Circulating Medium. 

19, The terms Currency and Circulating Medium are used 
as synonymous by all writers, and we must now explain their 
meaning. 

Circulating Medium is a term which came into use in the 
last decade of the last century. It does not occur in Smith. 
The first instance we have been able to discover of its use is in 
a speech of Mr. Fox, who complained of it as a novel term. But 
as we have defined Circulation to be the exchange, or sale of 
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ccmmodities for Money or Credit, it is evident that the Circula- 
ting Medium is the Medium by which Circulation is effected ; 
and that Medium is simply Money and Credit in all its forms and 
varieties. 

This is so plain as to require no more explanation : but an 
immense amount of controversy has been waged about the word 
Currency. 

20. We shall not notice here any of these controversies. 
The word Currency is a term of pure Mercantile Law ; and w^ 
shall simply explain what it really means. 

To call Money by the name of Currency is a strange abuse 
of language. In old times men used to speak of Money being 
" current " as it passed from hand to hand. Hence arose the ex- 
pression the Currency of Money. Lord Mansfield, in Miller v. 
Race in 1750, says of Money that it cannot be recovered after it 
has passed "m Currency, ^^ but before Money has passed "m 
Currency " an action might be brought for it. He says the same 
of a Bank Note : an action could not be brought for it after it 
was paid away "tn Cuirency.^^ Hence the word Currency was 
applied to a certain peculiarity of Money. But about the begin- 
ing of the last century, by a most extraordinary confusion of 
ideas, and as far as we have been able to discover, it arose in our 
American colonies, the Money itself was called Currency. 

To show the extreme absurdity of this name, we have only to 
consider a few similar cases. Nothing is more common than to 
say that such an opinion or such a report is current : and we 
speak of the Currency of such an opinion, or such a report. Tom 
Paine said — " I have gone into coffee houses and places where I 

was unknown on purpose to learn the currency of opinion 

this I think a fair way of collecting the natural currency of 
opinion." But who ever dreamt of calling the opinion, or the 
report itself, currency ? It is very common to speak of the 
currency of the Session of Parliament — but who ever dreamt of 
calling the Session itself currency ? 

Now how can it be more rational in a scientific sense to call 
Money, Currency, than to call a report or an opinion, or the 
Session of Parliament, Currency ? 

Such as it is however, this Yankeeism is far too firmly fixed 
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in common use to be abolished, and hence we must accept it, and 
explain what it really means, and ascertain what in a scientific 
sense it includes. 

The following is the meaning of the words " Current " and 
" Currency " in English Law. 

It is a general rule of English Law that a person cannot 
transmit to another any better title to a thing than he has him- 
self. It is also a rule of Law that if a person accidentally loses a 
thing or has it stolen from him, he does not thereby lose his 
Property or Right in it. Consequently he can not only recover it 
from the finder or thief, but even if the finder or thief has sold it 
to some one else who has given a full price for it, and bought it 
quite honestly without knowing that it was not the Property of 
the seller. The only exception to this was if the finder or thief 
sold the goods in " market overt." If the goods were bought in 
market overt the buyer may retain them against the true owner, 
even though they were stolen. 

But to this rule of English Law Money was always an ex- 
ception. If the true owner of Money which has been stolen finds 
it in the hands of the thief he may recover it : but if the thief 
.has purchased things in a shop with it, in the usual way of 
business, and the shopkeeper takes it honestly in the way of his 
trade, and without knowing it has been stolen, he may retain it 
against the original owner from whom it has been stolen. That 
is the Property in it passes by delivery. 

And it is this peculiarity in the Law affecting the Property 
by delivery in Money which is denoted by the word " Currency." 

And when the substitutes and representatives of Money such 
as Bills of Exchange, Bank Notes, Cheques and other Securities 
for Money came into use, the Lex Mercatoria^ or custom of mer- 
chants, applied the same doctrine or principle of " Currency *' to 
them. They were treated like Money in so far as this, that the 
Property in them passed like that of Money. Thus if they were 
stolen, though the real owner might recover them if he found them 
in the hands of the thief, yet if the thief had passed them away for 
Value in the ordinary course of trade to an innocent holder, that in- 
nocent holder acquired the Property in them, and might retain them 
against the true owner, and enforce payment from all the parties 
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liable. Thus Bills of Exchange, Bank Notes, Cheques, &c., were 
assimilated to Money in this important respect, that, even though 
stolen, when they had once been passed away " in Currency," the 
Property in them belonged to the person who had innocently 
purchased them ; and as Lord Mansfield said, no action would 
lie for them after they bad once been paid away " in Currency." 

This principle of Currency is also called Negotiability ; a 
Negotiable Instrument means a document of which the Property 
passes by delivery. 

That this is the true meaning of the term Currency is well 
known to every Mercantile Lawyer; and is established by a 
series of decisions in the Courts of Law. As it would not be 
suitable to the limits of this work to quote these here, we must 
refer any of our readers who wish to follow the subject further, 
to our " Principles of Economical Philosophy," chap, xvii., where 
we have given full extracts from the decisions of the Courts of 
Law. 

It will be seen then that in strict legal phraseology the word 
Currency can only be applied to those Rights which are recorded 
on some material. An abstract Eight cannot be lost, mislaid, or 
stolen, and passed away in commerce. But if it be recorded on 
some material substance it may then be lost, or stolen, and sold 
like any other chattel : and the word Currency simply refers to 
some legal rules relating to the transfer of the Property in it, in 
the case of its being stolen and passed away in commerce. For 
an Obligation to be capable of being Currency in law, it must 
be recorded on some material so as to be capable of being carried 
in the hand, or put away in a drawer, or dropped in the street, 
and stolen from the drawer, or from a man's pocket, and carried 
off by the finder or thief and sold like a piece of goods. The 
word Currency has no reference whatever to any property it 
has of paying, discharging, and closing debts. 

So far, then, in point of Law there is not the slightest diffi- 
culty ; the meaning of the word is perfectly plain. But if the 
force of public usage is too strong, and the word Currency is too 
firmly established as the designation of a certain class of Eco- 
nomic Quantities to be rejected, a difficulty arises, and more 
especially if it is used as synonymous with Circulating Medium, 
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because there i» an immense mass of Credit wHicb has produced 
exchanges, and which may be bought and sold, which is not 
recorded on any material substance, so that it can be lost or 
stolen, and pass by manual delivery. 

Thus the gigantic mass of Bank Credits and book debts of 
traders have effected a sale or circulation of commodities, and 
therefore they are all Circulating Medium, but they are not Cur- 
rency in a legal sense, because they cannot be mislaid, lost or 
stolen, and passed away by manual delivery. But though in point 
of Law these Credits are not " Currency," they must be included 
under that word used as a scientific term in Economics : because 
these Eights of action are exactly the same in their nature and 
effects whether they are recorded on paper or not. 

21. Adopting this definition we may enumerate the different 
species of Currency, or Circulating Medium, as follows — 

1. Coined Money : gold, silver, and copper. 

2. The Paper Currency: Promissory Notes, Bills of Ex- 
change with all their varieties. 

3. Simple Debts of all sorts not recorded on Circulating 
paper : such as Credits in Bankers' books called Deposits, Book 
Debts of traders, and private Debts between individuals. 

It is obvious that there is no distinction in principle between 
the two latter species. They each denote that a transfer of some 
sort has taken place, and are a Title to future payment. As a 
matter of convenience some of these are recorded on pieces of 
paper, but that does not alter their nature. It is certainly true 
that some of these descriptions of Currency are more eligible and 
secure than others, and perform the same duties with different 
degrees of advantage. The Metallic Currency rests upon the 
credit of the State, that it is of the proper weight and fineness, 
and the universal readiness of people to receive it in return for 
services and products. Paper Currency in this country at least, 
rests entirely upon private Credit, and is of all degrees of security 
from a Bank of England Note down to a private I. O. U. These 
different species of Currency, therefore, though they possess 
different degrees of circulating power, though they may be more 
or less eligible or secure, represent but one fundamental idea — 
Debt. From these considerations it follows that the amount of 
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Currency, or Circulating Medium, in any country is the sum of 
all the Debts due to evert/ individual in it — that is all the Money 
and Credit in it. 

This truth was well expressed by the Marquis of Titchfield 
in the House of Commons — ** Economy of Money was, by con- 
trivances to spare the uses of it, according to the description of 
his right honourable friend, by substitutions for the precious 
metals in the shape of voluntary Credit. Every new contrivance 
of this kind — and every one improved — ^had that tendency. 
When it was considered to how great an extent these contri- 
vances had been practised in the various modes of Verbal, Book, 
and Circulating Credits, it was easy to see that the country had 
received a great addition to its Currency. This addition to the 
Currency wctuld, of course^ have the same effect as if gold had 
been increased from the mines J^ 



On Price, Discount and Interest. 

22. When one Economic Quantity is exchanged for another, 
each is termed the Value of the other. But when one of the 
Quantities exchanged is Money, or Credit, the sum of Money, or 
Credit, receives a peculiar name. It is called the Price of the 
other. Price is therefore simply the Value of anything expressed 
in Money or Credit. But as it is invariably the custom in 
modern times to estimate the Value of every commodity by its 
Value in Money or. Credit only, or its Price, and not by its 
Value in any other commodities, the words Value and Price 
have become almost identical and interchangeable expressions, 
though no doubt we must remember the technical difference 
between them. 

Now as ihe Value of the Money is the Commodity received 
in exchange for it, it is manifest that the greater the quantity of 
the Commodity received for it, the greater is the Value of 
Money. Or if the quantity of the Commodity be taken as fixed, 
the Value of Money is greater as less Money is given for the 
Commodity. Hence it is clear that the Value of Money varies 
inversely as Price. 
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The Value of Money, however, with respect to the Property 
or the Commodity called Debt, or Credit, is estimated in a 
peculiar way. Debt, or Credit, being an Exchangeable Quantity, 
Merchandise, or a Commodity, must be divided into certain 
units in commerce, like other goods. Coals are measured by 
the ton ; other things by the pound ; other things by the ounce. 
The unit of Debt is the Eight to demand lOOZ. to be paid one 
year hence. A Debt, then, of lOOZ. payable one year hence 
being a saleable commodity, like a quarter of corn, the sum 
given for it is its Price, just as we speak of the Price of anything 
else : and the Value of Money increases as the Price given for a 
Debt diminishes. But in the commerce of Debts it is not the 
custom to estimate the Value of Money by the Price of the Debt. 
The Price of the Debt must of course be less than the Debt : 
and the difference between the Price of the Debt and the 
Amount of the Debt is called Discount. The Discount is the 
Profit made by buying the Debt. It is clear that tiie Price of 
the Debt together with the Discount equals the Amount of the 
Debt : and as the Price decreases the Discount increases. In 
the language of the Money Market it is always the custom to 
estimate the Value of Money by the Discount or Profit it yields. 
To buy or purchase a Debt is always in commerce termed to 
Discount it. 

Hence the reader must observe that in commerce the expres- 
sion " Value of Money " has two meanings, according as it is 
applied to the purchase of Commodities, or Debts : when applied 
to the purchase of Commodities, it means the Quantity of the 
Commodity obtained in exchange for the Money : when applied 
to the purchase of Debts it is applied to the Profit realised by 
buying the Debt. 

Hence in this latter case the Value of Money varies directly 
as the Discount or Profit. 

And we have this rule— 

The Value of Money varies inversely as Pnce and directly 
as Discount. 

To Discount a Bill of Exchange at 5 per cent, means to give 
a Price for the Debt in the proportion of 95Z. for every 100/. of 
its amount payable one year hence. 
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When a person advances money to another and agrees to 
defer receiving the Profit till the end of the year, the Profit is 
termed Interest. If he lends, as it is called, 100/. for a year at 
5 per cent, interest, it is in fact an exchange, or sale, in which 
he pays 100/. down to buy a Debt of 105/. payable at the end of 
the year ; and the 5/. is the Interest. 

This method of making Profits, though not uncommon, is 
never used in banking, except in charging interest for overdrafts. 
Bankers invariably subtract the Profit agreed upon at the time 
of the advance. Thus they always make Profits in advance ; and 
in this case the Profit is termed Discount. Thus if a banker 
discounts a bill of 100/. for a customer at 6 per cent, he places 
95/. to his credit, and retains the 5/. at the time of the advance. 
In reality he gives Credit for 95/. to buy a Debt of 100/. payable 
a year after date : and the 5/. or the difference between the 
Price of the Debt and its amoimt, is the Discount and his Profit. 

It is clear that this latter method of trading is the more 
profitable, because in the former case he makes 5/. profit on the 
actual advance of 100/. : in the latter case he makes 5/. profit on 
the actual advance of 95/. : and besides that, he has the 5/. in 
his hands to trade with immediately,' instead of waiting till the 
end of the year. In the large amounts of money which banks 
deal with this makes a very sensible difiference in their profits, 
especially when the Hate of Discount is high. 

The Eate of Interest or Discoimt is the amount of Interest or 
Discount paid for some given time, as a year. 

On Securities for Money and Conyertible Securities. 

23. We must now explain the difference between Securities 
for Monet/ and Convertible Securities, 

A Security for Money always means an Obligation, or 
Security, for the payment of a definite sum of Money from a 
definite person at a definite time. There is, therefore, always 
some Obligor, or Debtor or some person who is bound to pay it. 
There are different forms of such Securities, such as Bank Notes, 
Promissory Notes, Bills of Exchange, Exchequer Bills, Navy Bills, 
and Debts of all sorts. 



oO TnE ELEMENTS OF BANKING. 

Convertible Securities are securities which no particular 
person is boimd to pay, but for which under usual circumstances 
a purchaser can readily be found in the open market. Thus any 
Property which can readily be sold is called a Convertible 
Security, because it can be readily converted into Money. This 
species of Property includes the Public Funds, Shares in all sorts 
of Commercial Companies, and all title deeds to Property of a 
movable description of which the Property passes by simple 
delivery, such as Dock Warrants and Bills of Lading. The 
fundamental distinction between these latter and Instruments of 
Credit will be clearly explained in a future chapter. Now as 
Convertible Securities mean Property which is readily converti- 
ble into Money, of course there are all degrees of convertibility. 
There is no absolute distinction in principle between the different 
species of Property. But of all species of Property the Funds 
are the most readily convertible : and the Land or Real Pro- 
perty, the least readily convertible, mainly in consequence of the 
difficulty in its transfer. 

Thus Securities for Money never represent any specific 
Money: but are always a claim on the person. Convertible 
Securities are never a claim on the person, and certain kinds of 
them are always a title to certain specific goods. Sometimes a 
Security for Money may be changed into a Convertible Security. 
This is done in what is technically called funding the unfunded 
debt. The Government often raises money on its bills like an 
individual, and is of course bound to pay them at maturity. These 
Exchequer Bills, therefore, as they are called, are, like any other 
Bills of Exchange, Securities for Money. Sometimes when 
these bills amount to a large sum, it is very inconvenient for the 
Exchequer to pay them in full, and it gets its Creditors to agree 
not to demand repayment of the whole debt, but to receive only 
the interest on it in perpetuity. When this is done, the Creditor 
loses the right to demand the principal sum from the Govern- 
ment, but he may sell the Right to receive the Annuity to any 
one else in the open market. It then becomes a Convertible 
Security, and is called the Public Funds, or Stock. This opera- 
tion is termed funding the unfunded debt. In a similar manner, 
Railway companies have been allowed to borrow money on their 
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bonds, termed Debentures. But finding it inconvenient to repay 
these large sums they have formed them into Debenture Stock, 
upon which .they are only bound to pay the interest, like the 
Public Funds. 

Definition of Capital. 

24. Economic Quantities are, as we have seen, of three 
distinct species, typified by Monet, Labour, and Credit. 

Now any of these Quantities may be used in two different 
ways. The proprietor may use it for his own use or enjoyment : 
or he may employ it so as to produce a Profit : that is he may 
trade with it. When any Economic Quantity is traded with ; or 
used so as to produce a Profit, or as it is termed in Economics, 
employed productively, it is termed Capital. 

Stephens in his Thesaurus defines Capital thus — " Caput unde 
fructus et reditus manat — Capital the source whence any Profit 
or Revenue flows." 

So says Senior — " Economists are agreed that whaUver gives 
a Profit is properly termed Capital." 

So M. de Fontenay says — " Wherever there is a Revenue you 
perceive Capital." 

The definition of Capital, therefore, which we adopt is 
this — 

Capital is an Economic Quantity used for the purpose of 
Profit. 

If SL person has a sum of Money, he may expend it on his 
household requirements ; or in gratifying his personal tastes by 
buying books, or statues, or pictures, &c. Money spent in this 
way is not Capital. 

But if he buys goods of any sort for the purpose of selling 
them again with a Profit : then the money so employed is 
Capital, and the goods so purchased are also Capital, because 
they are intended to be sold with a Profit. 

So Money lent out at interest is Capital. 

In a similar way any material thing may be used as Capital. 
If a landlord lets out his land for the purpose of Profit, it is 
Capital. Some great noblemen possess tracts of land upon which 
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great part of London is built: that land is Capital to them. 
And so on in numerous other cases. 

25* AH modem Economists class personal skill, abilities, 
energies, and character, as Wealth because persons can make a 
Profit by their use. 

Hence they may be used as Capital as well as any material 
objects. 

If a man digs in his garden for bis own amusement, such 
Labour is not Capital : or if he sings, or acts, or gives gratuitous 
lectures on any subject to his Mends, such Labour is not 
Capital. 

But if he sells his Labour in any capacity for Money : then 
such Labour is Capital to him. Thus Huskisson said — '^ that he 
had always maintained that Labour is the poor man*s Capital.** 
So Mr. Cardwell addressing his constituents, said — " Labour is 
the poor man's Capital.'* And a writer in a daily paper, speaking 
of agricultural labourers justly said — " The only Capital they 
possess is their Labour, which they must bring into the market 
to supply their daily wants.** 

So if a man expends Money in learning a profession such as 
that of an advocate, physician, engineer, or a profession of any 
sort which he practises for Profit, the Money laid out in acquir- 
ing such knowledge is Capital : and his skill, abilities, and 
knowledge are also Capital. He makes an income which is 
measurable and taxable just in the same way as if he had made 
Profits by selling goods. Now any exertion of human abilities 
which is paid for is Labour, with which we are not concerned in 
this work. 

26. But a man may use his personal Character, Skill, 
Abilities, Energy, and Probity for the purpose of Profit in 
another way besides the direct exchange of his Labour for 
Profit. 

He may use them for the purpose of purchasing goods, 
materials, &c., by giving a Promise to pay in future instead of 
actual payment in Money, and selling these goods again with a 
Profit. In popular language this Purchasing Power of Character 
is called Credit. And a trader makes a profit by trading with 
his Credit precisely in the same way as if he traded with Money. 
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Thus Smith says — " Trade can be extended as stock increases, 
and the Credit of a frugal and thriving man increases much 
£;ister than his stock. His trade is extended in proportion to the 
amount of both, and the sum or amount of his Profits is in pro- 
portion to the extent of his trade : and his annual accumulation 
in proportion to the amount of his Profits." 

So Mill, who says that Wealth is anythtvg which has Pur- 
chasing Power, says a multitude of times that Credit is Pur- 
chasing Power. But as human abilities, skill, and energy do not 
come within the domain of Economics until some exercise of them 
is made which is paid for; so a merchant's general Credit, or 
Purchasing Power, does not come within the domain of Econo- 
mics imtil he actually makes some purchase with it; and then 
he gives his Promise to pay in exchange for the goods instead of 
actual money. Now this Promise to pay, this Debt, or Right to 
demand payment is the Economic Quantity called Credit ; and 
it may be bought and sold like any material Chattel. 

Suppose that a person buys, or discounts a Commercial 
Debt ; he gives a less Price for it than the amoimt ; hence the 
Debt is always increasing in value every day ; and therefore it 
is Capital to him. 

So any other Economic Quantities of the third order, or 
Bights, may be Capital. If an author writes a successful Work, 
the Copyright of it is Capital to him : or if he sells it to a pub- 
lisher it is Capital to the publisher. If a man buys into the 
Funds they are Capital to him. There is a class of traders whose 
business is to buy and sell the Funds and Shares in Commercial 
Companies. They are called Stock Jobbers : and they keep a 
stock of this Property on hand, just as other traders keep a stock 
of material goods. 

27. Now there are two fundamentally distinct ways in 
which Capital may increase — 

1 . By direct and actual increase of quantity ; thus flocks, and 
herds, corn, and all the fruits of the earth increase by adding to 
their number or quantity. 

2. By exchange : that is by exchanging something which has 
a low value in a place, for something which has a higher value. 

Now it is clear that Money produces a Profit, and therefore 
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becomes Capital, by the second of these methods. Money is used 
as Capital by exchanging it for some goods or labour, the produce 
of which may be sold or exchanged again for a greater sum than 
they cost. And it is also clear that any Economic Quantity 
whatever which is used as a substitute for Money to purchase 
goods for the purpose of Profit is Capital as well as Money, by the 
very force of the definition which Senior says that all Econo- 
mists are agreed upon. 

Money becomes Productive Capital by being employed to 
purchase things to be sold again at a Profit. And if a man can 
purchase things by means of his Credit, that is if he can purchase 
them by giving his Promise to pay at a future time, and by so 
doing can sell the goods at a higher price, and so has a Profit 
aiter paying and discharging his Debt, it is quite clear that his 
Credit has been Capital to him in exactly the same way that 
Money would have been. 

Let us take a very simple example to illustrate this. Suppose 
a tailor wants to make clothes for a customer. He pays say 10/. 
in money to the cloth merchant, and after making up the cloth, 
he sells the clothes perhaps for 15Z. Then he has used his 
Money as Capital. He has 10/. at the beginning of the operation, 
and 15Z. at the end of it : or he has made a profit of 5/. 

Suppose the tailor has no money to buy the cloth with, then 
if he cannot buy it on Credit, he cannot make the clothes, and he 
cannot have any Profit. 

Suppose, however, that the cloth merchant believing in his 
honesty and capacity to pay, sells him the cloth in exchange for 
his Promise to pay money three months after the time. As the 
payment is deferred, and as of course there is some risk of loss, 
he will by way of insurance, charge the tailor a somewhat higher 
price in Credit, than in Money. Suppose he sells his cloth in 
exchange lor the tailor's promise to pay 11/. three months afiier 
the time. This is as much a Sale as if the Price had been paid 
in Money. The Property in the cloth has gone to the tailor, 
and what the cloth merchant has received in exchange for it is, 
tlie Right or Property, to demand 11/. three months after date. 
And this Property is called a Credit or a Debt. 

The tailor having purchased the cloth by creating a Debt 
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against himself of 11/., payable in three months* time, makes up 
the clothes as before, and is paid 15Z. by his customer. At the 
end of the three months he pays 11 Z. out of this to the cloth 
merchant, and has of course remaining for himself a Profit of 4/. 
Now by the Cash operation he is better off at the end by 5/. : 
and by the Credit operation he is better off by 4/. than he was at 
the beginning. It is true, he has not made so great a Profit by 
Credit as by Cash. But still he has made a Profit by his Credit, 
which he could not have made without it. Hence by the very 
definition his Credit has been Capital to him, and has produced 
exactly the same circulation of commodities, and given employ- 
ment to the same quantity of labour that Cash would have done. 
Hence we see that Credit is Productive Capital in exactly the 
same way, and in the same sense that Money is. 
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CHAPTER n. 

ON VALUE. 

1. It has been seen in the preceding chapter that there are 
three distinct species of Exchangeable, or Economic, Quantities, 
symbolised by the terms Monet, Labour, and Credit, the various 
interchanges of which give rise to Six different kinds of Exchange. 
These constitute the science of Economics, or Political Economy, 
in its most modern definition. It has also been said that the 
Value of any Economic Quantity is any other Economic Quan- 
tity for which it can be exchanged. To examine these six species 
of exchange with all their ramifications, would be a complete 
treatise on Economics. . In the present work we have only to do 
with two out of the six species of exchange, viz., the exchange of 
Money for Credit, or Debts, and the exchange of Credit, or Debts 
for Credit, or Delfts, which constitutes the business of Banking. 
We must now investigate the Theory of Value, which must be 
equally applicable to all Economic Quantities, and to all the ax 
species of exchange. 

The complete Theory of Value comprises the following : — 

1. The Definition of Value. 

2. The Origin, Source, or Cause of Value. 

3. The General Law of Value. 

We must now examine each of these separately, and though 
we wish to avoid controversy as much as possible, we cannot 
avoid noticing some misconceptions which are still very prevalent, 
as they have done so much to obscure the Theory of Credit in 
recent times. 
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On the Definition of Value. 

2. Value in its original sense is a quality or desire of the 
mind : it means esteem or estimation : as we speak of a highly 
valued friend : but such Value is not an Economic phenomenon. 
To bring Value into Economics it must be manifested in some 
tangible form : just as in the same way, human abilities do not 
enter into Economics unless they are exercised in exchange for 
something else : nor does a merchant's Credit enter into Eco- 
nomics until he actually effects a purchase with it, and gives a 
Promise to pay in exchange for some merchandise. So Value 
does not enter into Economics until a person manifests his desire, 
estimation, or Value for something by giving something in Ex^ 
change for it to acquire possession of it. 

But as one person cannot gain possession of what another 
person possesses without giving him something in exchange for 
it, which that person desires, demands, or Values, it is evident 
that for an exchange to take place requires the concurrence of two 
minds. If a person brought a cargo of wine to a nation of teeto- 
tallers, no one would buy it : such a product would have no 
Value among such a community. So a cargo of tobacco would 
have no Value among a nation of non-smokers. The Value of a 
thing does not depend solely upon the person who ofEers it for 
sale, but upon the desire of the purchaser. However much a 
person may wish to sell any product of his own, yet if no one 
will buy it it has no Value. If an exchange takes place it can 
only be from the reciprocal desire of two persons, each for the 
goods of the other. 

3. When, therefore, two persons agree to exchange their 
products, each product may be considered as the Measure of the 
desire of its possessor to obtain the product of the other person. 
The two products, therefore, reciprocally measure the. desire .of 
their possessors to obtain the product of the other : and when 
the respective persons have agreed upon the quantities of their 
products which are to be exchanged, the two products are said 
to be of equal Value. Each product is said to be the Value of 
the other: and this is the onlv kind of Value with which Eco- 
nomics is concerned. 
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Thus let A and B be any two Economic Quantities wbicli 
are exchanged at any moment ; then we may say^ 

A vcUet B 
OT A is of the Value of B 

or A=B 

Then B is ^he Value of A, in terms of B : and A is the Value . 
of B, in terms of A. 

Thus, as the Physiocrates said — " Value consists in the relation 
of exchange which takes place between such and such a product: 
between such a Quantity of one product and such a Quantity of 
another." 

4. Hence it is clear that Value is a Ratio, or an Equation. 
It is like distance: it necessarily requires two objects. The 
Value of a thing is always something external to itself. It is 
absolutely impossible to predicate that any Quantity has Value, 
without at the same time implying that it can be exchanged for 
something: and of course everything it can be exchanged for 
is its Value in that commodity. It is impossible to say that any 
Quantity has Value, without at the same time stating Value in 
what — whether bread, or shoes, or cloth, or money, or anything 
else. So it is impossible to say that a town has distance unless 
we state the place it is distant from. We can no more say that 
a Quantity is worth, than we can say that London is distant. 
And as any place is of different distances from other places, so 
any Quantity has as many Values as other Quantities it can be 
exchanged for. 

Now suppose B as above is ten guineas : then A may be 
either of the other three species of Economic Quantities. It may 
be a material product like a watch : or it may be an immaterial 
product, such as so much instruction in science or literature, or 
so much amusement— -as so much acting, or any other service or 
labour : or it may be an incorporeal product — as a Debt, under 
the form of a Bank Note, or a Bill of Exchange : or so much 
Public Stock, or any other species of Incorporeal property. Each 
of these species of Property is of the Value of ten guineas : and 
therefore it manifestly follows that each of them must be equal to 
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each other : for Things which are equal to the same thing are 
eqttal to one another. 

But B may be either of the three species of Economic Quan- 
tities as well as A. Therefore anj Economic Quantity may have 
Value in terms of any of the others. 

The Value of the goods in the merchants* and traders' ware- 
houses is the Money in the pockets of their customers. The 
Value of the money in the pockets of the public is the various 
products and services it can purchase. The Value of a Pro- 
fessor's lectures is the fees paid to him by his students. The 
Value of the Lawyer's, Physician's, Surgeon's talents is the in- 
come he can earn. 

The Value of an Incorporeal Right, or Promise, is the thing 
which may be demanded or promised. 

The Value of a 5/. note is five sovereigns. The Value of a 
Postage Stamp is the carriage of a letter. The Value of a Pro- 
mise, or Pledge, to cut a man's hair is the cutting of the hair. 
The Value of a Railway Ticket is the journey. The Value of an 
order to see the Zoological Gardens is being admitted to see them. 
The Value of an order to see the play is seeing the play. 

Suppose the price of getting one's hair cut is a shilling : sup- 
pose I want my hair cut ; what difference does it make to me 
whether I have a shilling in my pocket, or the pledge of the hair- 
dresser to cut it ? Is it not clear that in this case the Shilling 
and the Promise are of exactly the same Value to me ? 

Suppose I want a loaf of bread which costs a shilling : what 
difference does it make to me whether I have a shilling in my 
pocket, or a Promise of a baker to give me the bread ? Are not 
the Shilling and the Promise of exactly the same Value to me in 
this case ? 

In short suppose that I want any product or service at all, 
what difference does it make to me whether I have the Money in 
my pocket to purchase it, or a Promise from some one to render 
me the product or service ? Are not the Money and the Promise 
of exactly the same Value to me in each separate case ? 

Each separate tradesman only, of course, promises to render 
some particular product : and as this product is not demandable 
from any one but the person who has given the pledge, it has, of 
course, only particular Value. 
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Now what is Money ? It is nothing but the generalised 
Eight, or Power, to demand whichever of these products or ser- 
vices we may require at any time. Is it not clear, therefore, 
that Money is a General Eight, while each of these Pledges is a 
Particular Right ? 

Is it not clear, therefore, that each of these separate Eights is 
of the same nature as Money, only inferior in degree ? And that 
they are Economic Quantities, or Wealth, for the very same 
reason that Money is ? And that Money is nothing but a stored up 
or accumulated general Power or Right, of demanding all products 
and services ? Is it not clear that, if a man had his pocket full 
of Promises or Pledges by solvent persons to render him all the 
products and services he wanted, he would be just as wealthy as 
if he had so much Money ? Hence we see the perfect justice of 
the Roman Law — " Under the title of Wealth or Money, Rights 
are included." 

These Rights, then, being clearly shewn to have Value, and 
to be Wealth, like any material products, they may be bought 
and sold and exchanged like any material products. A Right 
to demand a loaf of bread may be exchanged against a Right 
to have one's hair cut. And all these Rights are Economic 
Quantities, or Wealth, as much as any material products. They 
are the most colossal species of property in this country, and 
articles of the most gigantic commerce, whose mechanism is the 
subject matter of this work. 

As the Value of anything is solely anything else it can be 
exchanged for, it is manifest that if it can be exchanged for 
nothing, it has no Value. No matter what qualities it may 
possess, if no one else wants it, and will give nothing for it, it has 
no more Value for its owner, than if he were in the centre of the 
Desert of Sahara. Many persons have almost a difficulty in be- 
lieving that Money could have no Value : but Smith himself says 
that if a guinea could not be exchanged for anything it would be 
of no more Value than a bill upon a bankrupt. Say says that 
things can only be Valued by an exchange. This is strictly in 
accordance with the doctrine of all ancient writers and of the 
Physiocratee. 

Thus a recent writer describing the splendour of the houses 
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in some of the remote country districts of Spain says — " Houses 
and splendid furniture in such places are nearly Valueless, be- 
cause there is no one ta hire the former, or to buy the latter." 

5. Having thus enforced the doctrine that the Value of any 
Economic Quantity is any other Economic Quantity for which it 
can be exchanged, there is only one furtlier thing which need be 
noticed here : Price is the Value of a Quantity in Money or 
Credit only. Now if Money or Credit be excessively abundant, 
the Prices of all things will rise, but they will still preserve their 
relative Values among themselves. For if a loaf of bread and a 
pound of meat each cost sixpence ; and if in consequence of the 
excessive abundance of Money or Credit, they each rise to a 
shilling, the pound ol' meat is still of the Value of a loaf of bread. 
Hence there may be a general rise or a general fall of Prices. 

But there can be no such thing as a general rise or a general 
fall of Values. Everything can no more rise or fall with respect 
to everything else, than, as Mill says, a dozen runners can each 
outrun all the rest, or a hundred trees can all overtop one 
another ; to suppose that all things could rise relatively to each 
other would be to realise Pat's idea of society, where every man 
is as good as his neighbour, and a great deal better too. 



On the Error of the Expression Intrinsic Value. 

6. We must now say something about an expression which 
has been the source of enormous confusion in Economics, and 
has especially obscured the Theory of Credit. 

All ancient writers kept their minds firmly fixed on the thing 
which anything could be exchanged for as its Value ; or some- 
thing external to itself: and we have not found in them any trace 
of such a confusion of ideas as the expression Intrinsic Value, 
But their writings on the subject seem to have been totally for- 
gotten. In modem times when men began to consider the sub- 
ject of Wealth, gold and silver were long held to be the only 
species of Wealth, because they outlasted everything else, which 
wasted away while they remained. When men began to see the 
absurdity of considering specie to be the only Wealth, they 
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looked to some quality of the thing itself, as constituting a thing 
Wealth, and then they began to speak of Intrinsic Value, So 
long ago as 1696, an able writer, Barbon, pointed out the con- 
fusion which had arisen irom mistaking the absolute qualities of 
a thing for the thing it would exchange for. He says — 

" There is nothing that troubles this controversy more than 
for want of distinguishing between Value and Virtue. 

" Value is only the Price of things ; that can never be certain, 
because it must be there at all times, and in all places, of the 
same Value ; therefore nothing can have an Intrinsic Value. 

" But things have an intrinsic virtue in themselves, which in 
all places have the same virtue : as the loadstone to attract iron, 
and the several qualities that belong to herbs, and drugs, some 
purgative, some diuretical, &c. But these things, though they 
may have great virtue may be of small value, or no price, ac- 
cording to the place where they are plenty or scarce, as the red 
nettle, though it be of excellent virtue to stop bleeding, yet here 
it is a weed of no value from its plenty. And so are spices and 
drugs in their own native soil of no value, but as common shrubs 
or weeds, but with us of great value, and yet in both places of 
the same excellent intrinsic virtue." 

Again — " For things have no value in themselves : it is 
opinion and fashion brings them into use and gives them a value." 

Barbon thus puts his finger on the very thing which is the 
bane of Economics at this very day, the expression Intrinsic 
Value, which is confounding an intrinsic quality with an external 
relation. 

When men in modem times begnn to see the absurdity of 
restricting the term Wealth to gold and silver, they first extended 
it to mean the annual products of the earth which are useful to 
men. Thus Cantillon says — "The earth is the source or matter 
from whence all riches are produced." The Physiocrates defined 
Wealth to be all the material products of the earth which are 
brought into commerce. Smith began his work by saying that 
the real wealth of a country is the " annual produce of land and 
labour " but in the course of it he enumerates the abilities of men 
as fixed Capital and Paper Credit as circulating Capital. 

Economists then confined their attention solely to things of 
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Value, the produce of Labour, including no doubt the principle 
of exchangeability as appertaining to Wealth, but only as a second- 
ary and subordinate one, not as the sole and exclusive one, as it 
was by ancient writers. Then they began to consider that things 
would exchange in proportion to the Labour employed in pro- 
ducing them. Thus the Value of a thing was considered to 
depend on the quantity of Labour employed to produce it. Thus 
the Quantity of Labour embodied as it were in the thing came to 
be counted as its Value ; and Value thus came to be called In- 
trinsic. This unhappy phrase Intrinsic Value meets us at every 
turn in modern Economics ; and yet the slightest reflection will 
shew that to define Value to be something Exteimalj and then to 
be constantly speaking of Intrinsic Value, are utterly self-con- 
tradictory and inconsistent ideas. 

Thus over and over again it is repeated in Economical works 
that Money has Intrinsic Value, but that a Bank Note, or a Bill 
of Exchange is only the Representative of Value. 

Money no doubt is the produce of Labour ; but, as Smith 
observes, if it would exchange for nothing it would have no 
Value. So that after all Smith comes to exchangeability as the 
principle of Value. How then can its Value be Intrinsic! 
How can anything have Intrinsic Value, unless it has the things 
it will exchange for inside itself? Money will exchange for any- 
thing, com, houses, lands, horses, carriages, books, etc., and each 
of these is the Value of the Money with respect to that com- 
modity, but which of these is its Intrinsic Value ? 

It is quite clear that Money has not Intrinsic but General 
Value, because it is generally exchangeable throughout the 
country. But place it among a race of savages, and where would 
its Value be ? 

Persons throughout a country will always be ready to give 
things in exchange for the Money of the country, hence Money 
has General and Permanent Value, but manifestly not Intrinsic 
Value. 

All Economists admit that a Bank Note payable on demand is 
of the Value of Money. And why is it so ? Simply because it 
is exchangeable for Money. A Bill of Exchange on a solvent 
merchant has Value, simply because at a certain time, it will be 
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exchanged for Money. Hence it is clear that Bank Notes and 
Bills of Exchange have Value for precisely the same reason that 
Money has, and no other, viz. that they are exchangeable for 
something else. When Money can be exchanged it has Value ; 
when it cannot be exchanged it has no Value ; when a Bill or 
Note can be exchanged it has Value ; when it cannot be ex- 
changed it has no Value. 

Hence we see that the Value of Money and Credit of all kinds 
is essentially of the same nature, though there may be different 
degrees of it. A piece of Credit by the unanimous doctrine of 
all Lawyers, all Economists, and all Merchants, is an article of 
merchandise, and an exchangeable commodity, just as much as 
Money or any other goods. 

The expression Intrinsic Value is so common that persons are 
apt to overlook its incongruity of idea : but if we use words of 
similar import whose meanmg has not been so corrupted, the 
absurdity will be at once apparent. Thus who ever heard of an 
Intrinsic Distance, or an Intrinsic Ratio ? The absurdity of these 
phrases is apparent at once : but they are not more absurd than 
Intrinsic Value, To say that Money because it is material, and the 
produce of land and labour has Intrinsic Value, and that a Bill 
or Note is only the Representative of Value, is as absurd as to 
say that a wooden yard measure is Intrinsic Distance, and that 
the space between two points one yard apart is the Representative 
of Distance. 

Other writers indeed consider the Value of a thing to be the 
quality which makes it desired ; but this also is an error. The 
Value of a thing is any other thing for which it can be exchanged. 
Economics has nothing to do with the agreeable or useful quali- 
ties of things, but only with their external relations to other 
things : and it must always be Vemembered that Economics is a 
pure science of Eatios. 

On the Distinction between Depreciation and 
Diminution in Value. 

7. We must now observe the difference between two expres- 
sions, which, though often used indiscriminately, are essentially 
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distinct, viz. Diminution in Value and Depreciation, An Altera^ 
tion in Value of any commodity means that the quantity of it 
which was considered as an equivalent for a certain amount of 
some other commodity with which it is compared, has undergone 
a change. Depreciation means that it is not really of the Value 
it professes to be. Alteration in Value of a commodity is always 
used in reference to some other commodity with which it is com- 
pared ; Depreciation in reference to itself. Thus if at any given 
time an oimce of gold will exchange for fifteen ounces of silver, 
and if owing to any great and sudden increase of the quantity of 
silver, while the quantity of gold remains the same, one ounce of 
gold becomes able to purchase twenty ounces of silver, then silver 
is said to have sustained a Diminution of Value with respect to 
gold ; or if, while silver remained the same, gold became very 
scarce, so that one ounce of gold would purchase twenty ounces 
of silver, then gold would be said to have risen in Value with 
respect to silver. But if a Bank Note which professes to be of 
the Value of five sovereigns, will only purchase four sovereigns, 
it is Depreciated ; or if a guinea which professes to contain a 
certain fixed weight of pure gold, does not contain that amount, 
it is Depreciated, The expression Diminution in Value is applied 
both to commodities and Money : the word Depreciation is more 
usually applied to Money : when an analogous change takes place 
in commodities it is usually called Deterioration, 

These distinctions are very necessary to be observed in all 
discussions regarding the Value of Coins which retain the same 
name during a long series of ages. The pound of money in the 
days of William the Conqueror really meant a pound weight of 
silver bullion ; and silver was the only Money. Since then, 
pilver has greatly increased in quantity, and other things are used 
as Money, which have greatly tended to diminish its Value. It 
is said, though of course all such statements are extremely diffi- 
cult to verify, that silver has fallen to a twelfth of its Value in 
those times. Not only has the Value of the metal greatly dimin- 
ished, but also the Coinage is greatly deteriorated. The shilling 
was originally the 20th part of a pound weight of silver ; it is 
now only the 62nd part. Hence it is said that a shilling will 
only command the 36th part of what it formerly would. But as 
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great changes have taken place in everything else as well, it 
would be difficult to prove this. 

These causes affecting the Value of Coins which retain their 
names through long periods, may act in the same or opposite 
directions. It is quite easy to imagine that a Coin, though 
greatly deteriorated, or diminished from its original weight, may 
in consequence of the increased Value of the material of which it 
is composed, be able to purchase as much as it would have done 
originally. It is sometimes alleged that this happened at Home. 
The first Coinage of Rome was copper, and this metal was found 
in great abundance for some time after the foundation of the city. 
The first measure of Value was the as, which was a pound 
weight of copper. The as was subsequently reduced to the 
twelfth part of its weight, and some writers say that in conse- 
(juence of the great scarcity of the metal, it had increased so much 
in value, that the deteriorated Coinage would purchase as much as 
the full pound would originally. This may be so, or not, but it in 
no way affects the argument. It might very possibly have been so. 

These considerations greatly affect the public in the matter of 
Public Debts. The State agrees at a particular time, to pay a 
fixed quantity of Bullion, either for ever or for a long period to 
the Public Creditors. Now even supposing all other things to 
remain the same, the Value of the Money may vary greatly 
during long periods, either from the increased scarcity, or the in- 
creased abundance of the metal : and either the State or its 
Creditors may be grievously affected by these changes. 



On the Obigin, Soubcb, or Cause of Value. 

8. We have seen that there are three species of Economic 
Quantities, each containing many varieties, which have Value. 
We have seen that, the Value of any Quantity is any other 
Quantity for which it can be exchanged. We now come to the 
second branch of our inquiry — What is the Cause, or Source, of 
Value, and whence does it originate? 

Now when we are to search for the Cause, or Source of Value 
it may be as well to imderstand what it is we are searching for. 
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There is a very great number of things of several different 
natures which all have Value : we must manifestly search for 
some single cause which is common to them all : which being 
present, Value is present : which when it increases, Value increases : 
which when it decreases, Value decreases: and which being absent, 
Value is absent. 

Now as we have defined the Value of a thing to be any other 
Quantity for which it is exchanged, it is evident that there must 
be at least two parties to Economic Value. And as Exchanges 
are volimtary, each of the two parties must have some product, 
and each must desire, or be in want of the product of the other. 
Hence reciprocal Demand is the cause of Value. Aristotle said 
long ago that it is Demand which binds society together. 

Here it is quite clear that we have got the true Source, or 
Origin, or Cause of Value. It is Demand. Value is not a 
quality of an object, but an affection of the mind. The sole Origin, 
Source, or Cause of Value is Human Desire. When there is a 
Demand for things they have Value : when the Demand increases 
(the Supply being supposed the same), the Value increases : 
when the Demand decreases, the Value decreases : and when the 
Demand altogether ceases, the Value is altogether gone. 

The whole body of ancient writers made Demand the sole 
Origin of Value : and they shewed that Demand or Value is the 
inducement to Labour — " Eo impendi laborem ac periculum 
.... magna prajmia proponantur." 

In modern times, Boisguillebert saw this very clearly ; he 
says — " Consommation {^Demand) is the principle of all Wealth *' 
— ** All the revenues, or rather all the riches of the world both of 
a prince and his subjects only consist in Consommation (De- 
mand) : all the most exquisite fruits of the earth, and the most 
precious products would be nothing but rubbish it' they were 
not Consommes {Demanded)^ 

So Hume says — " Our passions (desires or Demand) are the 
only causes of Labour." 

The Italian Economists are very clear and consistent in 
shewing that human wants or desires are the cause of all Value. 
Genovesi shews that the words used indiscriminately, Prezzo, 
Slinuif Valuta^ Valorem are words of relation, and not absolute, and 
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that they are not applied to intrinsic qualities. That though. 
Money is the apparent or proximate measure, the ultimate measure 
to which not only things, but their price, is referred is man him- 
self. Nothing has Value where there are no men, and the very 
things which have a low price where men are few, have a very 
high price where there are many people. 

" Men however do not give Value to things or services, 
unless they want them. Hence our wants arQ the first source of 
the Value of all things, and Price is the power to satisfy our 
wants." He says that the wants of men are the first source of 
the Value of everything, and of all Labour : and that Valtte ta 
the child of Demand. 

So Beccaria says — " Value is a substance which measures the 
estimation in which men hold things." 

Condillac is also very clear on this point — " This esteem is 
what is called Value." — '* Since the Value of things is foimded on 
the want of them, or the Demand, it is natural that a want 
more strongly felt gives things a greater value : and a want leser 
felt gives them less Value. The Value of things increases with 
their scarcity, and decreases with their abundance. It may 
even, on account of this abundance, decrease to nothing. A 
superfluity, for example, will be without Value whenever we 
can make no use of it." 

The Physiocrates, or first school of Economists, made all 
Value proceed or arise from Demand : and they shewed that 
things which remain without Demand ( Consommation) are with- 
out Value. 

Anything has Value when it is Exchangeable ; when it is not 
Exchangeable it has no Value. It is often supposed that Smith 
proved that Labour is the source of all Value and of all Wealth. 
But Smith's doctrines are quite contradictory on this subject, as 
we have fully pointed out in our Principles of Economical 
Philosophtjj and Theory and Practice of Banking^ and Smith 
himself says that if a guinea would exchange for nothing it 
would have no Value. It is well known that a considerable 
number of writers have asserted that Labour is the Cause of all 
Value. But any one who reflects on this assertion must see its 
utter fiillacy. The simple observation that however much a 
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person may labour on producing a thing, if no one will buy it, 
it has no Value, must at once sbevr the fallacy of it. Moreover 
there are abundance of things which have Value upon which 
no Labour was ever bestowed. 

It is this doctrine that Labour is the Cause of all Value, 
and that all Wealth is produced from the earth, which has done 
so much to obscure and confuse the Theory of Credit. Whereas 
when we consider Exchangeabilitt as the sole essence and 
principle of Value, the whole subject becomes perfectly clear 
and simple. A Bank Note or a Bill of Exchange has Value 
because it can be exchanged for Money ; and Money has Value 
solely because it can be exchanged for other things. " An order 
or note of hand," says Mill, '' or bill payable at sight for an ounce 
of gold, while the credit of the giver is unimpaired, is worth 
neither more nor less than the gold itself," i.e. of exactly the 
same Value as gold. And it is for this reason that Jura, Rights, 
are termed Wealth in Koman Law. They are Pecunia, ReSy 
Bona, MerXy because they can be bought and sold. And it is 
the commerce in this species of Merchandise which is the subject- 
matter of this work. 



On the General Law of Value : or the General 

Equation of Economics. 

9. Having in the preceding sections given the Definition of 
Value, and found that its Form or Cause resides exclusively in 
the Human' Mind, the last branch of our inquiry is to determine 
the General Law of Value : or the General Equation of Eco- 
nomics : that is to discover a single General Law which governs 
the exchangeable relations of all Quantities, whatever their 
nature, at all times, and under all circumstances. 

The acknowledged principles of Inductive Science shew us 
that there can be but one General Law of Value. We have 
seen in the preceding chapter that there are three distinct species 
of Economic Quantities, and we have generalised the funda- 
mental Conceptions of the science so as to grasp all these 
Quantities. Now these three species of Quantities can be ex- 

£ 
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changed in Six different ways. Our present object is to investi- 
gate a General Equation ivhich shall be applicable to all the Sis 
species of exchanges indifferentlj. The Law which governs the 
exchangeable relations of material products, must equally govern 
the exchangeable relations of Debts. 

Suppose we make £ the general symbol of an Economic 
Quantity — ^that is to say anything whatever whose Value may 
be measured : and representing these various species of Quantities 
imder the general symbol £, we may affirm that there can be 
but one Cause of Value for them all ; which we have shewn to 
be Demand : and there can be but one General Law which 
governs their exchangeable relations. 

Now let A and B be any two Economic Quantities of any 
form whatever, then supposing that A remains the same while B 
varies with respect ta A — then B or the value of A, will vary 
from four causes : — 

It will Increase — 

1: From a Diminution in Quantity, 

2. From an Incf^ease of Demand, 

It would Diminish — 

1. From an Increase of Quantity, 

2. From a Diminution of Demand, 

Now as the variations of Value of the other Quantity are 
influenced by exactly the same four causes, it is quite clear that 
the variations of both Quantities will be influenced by eight inde- 
pendent causes: and if these be connected in the form of an Alge- 
braical Equation, that will manifestly be the true General 
Equation of Economics. 

The above is the full expression of what is commonly called 
the Law of Supply and Demand. It means this that no change 
can take place in the Exchangeable relations of any two Eco- 
nomic Quantities unless there is some change in the Intensity of 
Demand or the Limitation of Supply, of one, or both of the two 
Quantities. 



ON TIIE COURAGE. 51 



CHAPTER III. 

ON THE COINAGE, 

1. In tbe first cliapter we explained the circumstances wMch 
gave rise to the use of Money, and showed that manj substances 
have been used to fulfil that function. But a metal of some sort 
has been found to possess the greatest advantages : and of these, 
gold, silver, and copper have been chiefly preferred. 

Gold and silver, however, in a perfectly pure state are too 
sofl to be used for this purpose, and it is necessary to mix some 
other metal with them to harden them, which is called alloy. By 
a chemical law, whenever two metals are mixed together, the 
compoimd is harder than either of them in a pure state. 

Gold and silver in the mass are called Bullion, and as the 
laws of all countries in which bullion is coined into money define 
the quantity of alloy to be mixed with the pure metal, we shall 
use the word Bullion to mean gold or silver in the mass, mixed 
with such a proportion of alloy as is ordered by law, so as to be 
fit to be coined. 

Some nations have used Bullion as money; but the mer- 
chants of these nations were obliged to carry about with them 
scales and weights, to weigh out the Bullion on each occasion. 

Other nations adopt a more convenient practice. They 
divide the bullion into pieces of a certain definite weight, and 
afiBx some public stamp upon it to certify to the public that these 
pieces are of a certain weight and fineness, and they give them 
certain names by which they are commonly known. These 
pieces of bullion, with a public stamp upon them to certify their 
weight and fineness, and called by a publicly recognised name| 

£2 
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and intended to be used for the purposes of commerce without 
further examination are called Ck)iNS. 

This stamp, or certificate, of course, in no way affects the 
Value of the metal, or the quantity of thitigs it will exchange for. 
Its only object is to save the trouble of weighing and assaying 
the bullion in commercial transactions. Nor can the Name of 
the Coin in any way affect its Value. Values, it is true, are 
estimated in the number of these pieces of bullion, or coins : but 
it is necessarily implied in the bargain that these coins contain a 
certain definite quantity of bullion. 

It is also perfectly evident that if this process of stamping 
Bullion, and so turning it into Coin, is done free of all expense, 
at the will of any one who chooses to present bullion and 
demand to have it stamped, and also without any delay, the 
value of the metal as bullion must be exactly the same as the 
value of the metal as Coin. 

If, however, a charge is made for the workmanship, or if any 
tax is levied on changing the metal from one form into another, 
or if a delay takes place in doing so, there will be a difference 
between the value of the metal as bullion and as coin, and this 
difference will manifestly be the charge for the workmanship, the 
amount of the tax, and the amoimt of interest accruing during 
the period of delay. 

These however are all fixed, or constant, quantities, which 
may be ascertained, and they form the limits of the variation of 
the metal in one form from its value in the other. 

In the following remarks we shall assume that there is no 
charge for the workmanship, no tax upon it, and no delay in 
doing it, no obstruction, in short, of any sort to changing the 
metal from one form into the other. 

Upon these assumptions, then, we have this fundamental 
principle of the Coinage — 

Any quantity of Metal in the form of Bullion must he of 
exactly the same Value as the same quantity of Metal in the form 
of Coin. 

In the case of the coinage of England no charge of any sort 
is made for coining Gold Bullion : but as a considerable delay 
may take place before any one who brings Bullion to the Mint 
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can have it coined, the 7 and 8 Vict. (1844) c. 32. § 4 enacta 
that every person may take bullion of the standard fineness to 
the Bank of England, and that the Bank shall be obliged to give 
hina Notes to the amount of £3 17s. 9d, for every ounce of such 
Standard Bullion. And as the holder of Bank Notes may demand 
legal coin for them at the rate of £3 178. lO^d. per ounce: there 
is thus practically a difference of 1^. per ounce between Grold 
Bullion and Gold Coin. 



On the Meaning of the Mint Price cmd Market Price of 

Oold and Silver, 

2. As the very purpose of coining is to certify that the pieces 
of Bullion are of a certain definite weight and fineness, it is 
evident that a fixed quantity of bullion, as a pound weight, must 
be divided into a fixed number of Coins. 

The number of Coins into which a given quantity of Bullion is 
divided, is called the Mint Pbice of that quantity of Bullion* 

It is perfectly clear then that the Mint Price of Bullion is a 
fixed quantity ; it can by no possibility vary until the same 
quantity of bullion is coined into a different number of Coins. 

To alter the Mint Price of Bullion, is merely an expression 
which means an alteration in the standard weight of the Coinage* 

To suppose that the Mint Price of Bullion could vary is 
manifestly as great an error as to suppose that a himdredweight 
of sugar can be a different weight from 112 separate pounds' 
weight of sugar: or that any quantity of wine in a hogshead 
could differ in quantity from the same quantity of wine in 
bottles : or that a loaf of bread could alter its weight by being 
cut up into slices. 

Until recent times, when more attention has been paid to the 
state of the Coinage, these Coins might circulate for a consider- 
able time in a country, and lose a good deal of their weight, 
without losing their Value. People were so accustomed to attach 
a certain Value to the sight of a particular Coin, that unless 
they were money dealers they did not stop to inquire too 
curiously whether it was exactly of the proper weight or not. 
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In fiict when a coinage has been some time in use, few people 
know what the legal weight of the Coins is. Many for instance 
do not associate the idea of a pound with any particular weight 
of bullion ; and thus in exchange for commodities and seryices. 
Coins may pass at their nominal value for a considerable time 
after they have lost much of their legal weight. Thus Shake- 
speare sayj 



** Tween man and man, they weigh not every stamp. 
Though light, take pieces for the figure's sake." 

When Coin has been for some time in circulation, it must 
necessarily lose a good deal of its weight from the wear and tear 
of circulation, even if it be not subjected to any bad practices, 
suchi as clipping, which used to be done to a great extent in this 
country before the practice of milling the edges was adopted. In 
1816, when the last great reformation of the Coinage took place 
in England, the greater part of it was nothing but a thin wafer of 
silver, firom which all traces of an impression had long since 
vanished ; and it was reduced to scarcely more than half its 
l^al weight. 

Though Coins may circulate in a country for some time after 
they have lost a good deal of their weight, without any percepti- 
ble change in their value with respect to ordinary commerce, 
when they are given in exchange for bullion the case is different. 
As the value 'of bullion is measured weight for weight with the 
Coins, it is clear that if the Coins have lost weight, a greater 
nurnber of them must be given to purchase any amount of 
bullion than if they were of full weight. Thus if the Mint 
Price of silver bullion be 5s. 2c?. per ounce; or if that quantity of 
silver bullion is cut into that number of Coins, then if the Coins 
have lost their weight from any cause, it is clear that more than 
6«. 2c?. must be given to purchase an ounce of bullion. It may 
require perhaps 65. or even more to buy an ounce of bullion. 

The quantity of Coin at its full legal weight which is equal to 
a given weight of Bullion is called the Mint Price of that quantity 
of Bullion ; but the quantity of the current Coin which is equal 
to it in weight is called the Market Price ; and as, if the Coins 
are diminished in weight, more of them must be given than if 
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they are of full weight, the Market Price will apparently be 
higher than the Mint Price, and this is called a Bise of the 
Market Price of Bullion above the Mint Price, 

The meaning of this is that the current Coins are deficient in 
their legal weight. If the Market Price of silver be 65. an ounce; 
it means that six shillings contain only as much silver as 5«. 2d, 
ought to do, or that the Current Coins want one-sixth of their 
legal weight. Thus it is perfectly clear that the rise of the 
Market Price is due to the Depreciation of the Coinage. 

Hence we have this fundamental law of the Coinage — 

When the Market Price of Bullion rises above the Mint 
Price, the excess is the proof and the measure of the Depreciation 
of the Coinage. 

The Market Price of Bullion could never fall below the 
Mint Price, tmless there was more Bullion in the Coins than 
there ought to be ; which of course would never be the case. 
If such a case could happen the fall in the Market Price below 
the Mint Price would be the proof and the measure of the excess 
of the Coins above their l^al weight. 

3* If the Coinage of a country fall into a degraded state from 
long wear and tear, or other causes, and a new Coinage of full 
weight be issued,, and allowed to circulate along with it, one of 
two effects must inevitably follow. Either those persons who 
have commodities to sell will make a difference in the nominal 
prices of articles, according as they are paid in full weighted, or 
d^raded. Coin ; that is the depreciated Coin will be at a discount 
as compared with the full weighted Coin ; or if there be a law to 
prevent this, and to make both pass at the same value, bullion 
dealers will immediately collect all the full weighted Coins they 
can, and melt them down into bullion, or export them : so that 
the new Coinage will quickly disappear from circulation. 

These considerations lead us to a fundamental and universal 
law in Economics, which has been found to be true in all 
coim tries and ages — That bad money drives out good money from 
circulation or as it is expressed in an old pamphlet — 

" When two sorts of coin are ctcrrent in the same nation of 
like value by denomination^ but not intrinsically, that which has 
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the least value will he current, and the other as much as possible 
will be hoarded " or exported we may add. 

The fact of the disappearance of good Coin in the presence of 
bad Coin was noticed by Aristophanes, and was long the pozzle 
of financiers and statesmen, who continued to issue good Coin 
from the Mint while the old and d^raded Coin was allowed to 
circulate, and they were greatly perplexed by its immediate dis- 
appearance, till Sir Thomas Gresham explained the cause, whence 
we have called it Gresham's Law of the Currency. We shall 
shortly see another instance of its importance. 

It is also from the same principle that a Paper Currency is 
invariably found to expel a Metallic Currency of the same de- 
nomination from circulation. And to shew the generality of the 
principle, it was found in America that when a depreciated 
Paper Currency had driven Coin out of circulation, and a still 
more depreciated Paper Currency was issued, the more depreci- 
ated Paper drove out the less depreciated firom circulation. 

It may be worth while to notice an error which is by no 
means imfrequent. Some writers contend against ^tn^ the price 
of gold as it is called. It is now acknowledged to be a great 
Economical error to attempt to fix the price of any articles. 
Some writers contend that it is an equal error to fix the price of 
gold. But those who do so overlook a very important consider- 
ation. The word " Price " except in the single instance " Mint 
Price '* always denotes the quantity of one article, which is used 
as a measure which is given for another article of a different 
nature. Thus we say that the price of a bushel of wheat is 6«., 
when the silver, the substance of which shillings are composed, is 
of a different nature from the wheat. But in the expression 
** Mint Price of Bullion," it always means the value of Bullion 
expressed in Coin of the same metal. The Mint Price of Gold 
Bullion means its price expressed in Gold Coin : the Mint Price 
of Silver Bullion means its price expressed in Silver Coin. 

So long, therefore, as the Coins retain their full legal weight, 
the Market Price of Bullion can by no possibility vary from its 
Mint Price. If the law requires an oimce of gold to be coined 
into dl. ITs. lO^d,, so long as the Coins retain their full legal 
weight, it can make no difference in the Market Price whether 
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gold becomes as plentiful as iron, or as scarce as diamonds; for 
the Money always continues at the same weight whatever be the 
abundance or the scarcity of the metal. The value of gold may 
vary with respect to other things ; it may purchase more or less 
bread, or meat, or clothes, or anything else at one time than at 
another : but it is absolutely impossible that its value in Bullion 
can differ from its value in Coin. To suppose that it could, 
would be as irrational as to suppose that because bread became 
very abundant or very scarce, a loaf of bread could differ from 
ItseK in "Weight when cut up into slices, or a cask of Wine differ 
from itself when drawn off into bottles. 

The Mint Price of Gold, therefore, is nothing more than a 
public declaration of the weight of metal which the law required 
to be in the Coin, which accidental circumstances have caused to 
be considered as the legal measure of value in this country : and 
an alteration of the Mint Price of Gold, would be simply an 
alteration in the standard weight of the Coin : and would be the 
same thing in principle as an alteration of the standard yard 
measure. Those persons who ridicule the idea of having the 
Mint Price of gold fixed, should, to be consistent, also ridicule 
the idea of having the standard yard measure fixed. Those who 
wish to let the Mint Price follow the Market Price should also 
contend that every tradesman should have his yard measure of 
as many inches as he pleases : because when the Market Price of 
gold rises above the Mint Price, it is precisely analogous to cut- 
ting so many inches off the yard. This fraudulent curtailment 
of the measure of value has never been done since Parliament 
has been the chief power in the Legislature. But it was con- 
stantly done in former times when the Crown was more despotic 
than it is now. The Pound at the present day is curtailed of 
two thirds of what it was in the time of William the Conqueror. 

What is a Pound ? 

4. We must now explain how a certain weight of Gold 
Bullion has come in modern times to be called a Pound. 

The original measure of value in France, England, and 
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Scotland, was the pound weight of silver bullion. No coin 
however of this actual weight was ever struck. But the pound 
weight of silver bullion was cut into 240 pieces called pence. 
Twelve of these pence were called a shilling or solidus; and 
therefore 20 shillings, or solidi, made a Found. These 240 
pence actually weighed a pound of bullion. 

Now let us denote the pound weight of metal in the form of 
bullion by the symbol — lb., and the poimd weight of metal in the 
form of Coin by the symbol — £. Then we have — 

240 pence = 20 shillings = £1 = lib. 

Now it is perfectly clear that if the pound weight of bullion 
were divided into a greater number of pieces than 240, that 
greater number would still be equal to the pound weight ; and if 
we denoted by the symbol, £, 240 pieces or pence, irrespective of 
their weight, we should have the lib. equal to £1 + the number 
of pieces above 240. 

Now this is what has been done in the Coinages of all the 
three countries above mentioned. ^The Sovereigns of these 
countries were frequently in want of money to pursue their 
various extravagances ; and as they could not make more money, 
they adopted the fraudulent and surreptitious plan of cutting the 
pound weight of bullion into a greater number of pieces, but they 
still called them by the same name. By this means they gained 
an illusory augmentation of wealth. As they could not multiply 
the quantity of the metal, they at various periods falsified the 
certificate. While they still called their Coins by the same name, 
they diminished the quantity of bullion in them : and so coined 
more than the original number of pence out of a pound weight 
of bullion. 

The consequence of this was very manifest. As 240 pence 
were still called a pound, or £, in money, whatever their weight 
was, and as more than 240 pence were coined out of a pound 
weight of bullion, the £, or pound of money in coin, began to 
vary from the lb., or pound weight of bullion. Edward I. began 
this evil practice in 1300, when he coined 243 pence out of the 
pound weight of bullion. Subsequent Sovereigns followed the 
same evil example ; and this falsification of the certificate in- 
creased till in the time of Elizabeth no less than 744 pence, or 



MINT PKICB OF GOLD. 59 

62 shillings, were coined out of the pound weight of bullion. 
Then we have manifestly — 

744 pence = 62 shillings = £3 2«. = 1 lb. 

As there are 12 ounces in the pound weight of bullion it is 
seen that each ounce was coined into 62 pence, and hence as the 
value of bullion is measured by the oimce, the Mint Price of 
silver was said to be 5«. 2d. the ounce. 

Afterwards gold was coined as money concurrently with 
silver ; and gold pieces were struck and made to pass current as 
nearly as could be done at the value corresponding to the market 
value of gold and silver. Thus there was for a considerable time 
a double standard. In the reign of Charles II., the African 
Company brought home a large quantity of gold from the Guinea 
coast. He had it coined into pieces called guineas, which were 
intended to represent tbe £, or twenty shillings in silver. But 
the Mint rating did not agree with the relative value of gold and 
silver in the market of the world, and consequently the value of 
tlie guineas in the market never corresponded with their value as 
rated by the Mint. In 1717 Sir Isaac Newton the Master of the 
Mint reported to Parliament that the true value of the guinea 
according to the relative market value of gold and silver at that 
time was 20s. 8d. A Royal proclamation however was issued 
declaring them to be current at 21s, ; and then in the language 
of the Mint the price of gold was fixed at 3/. lis. lO^d, an ounce. 

Gold and silver coin were then made unlimited legal tender 
for debts of any amount. But as gold was overrated by 4:d, 
in the £, and silver was imderrated by 4c/. in the £, Gresham's 
Law acted, and in the course of the century, merchants universally 
adopted the custom of paying their debts in gold as the cheapest 
medium, and the silver coinage was exported, as being depressed 
below its true value in this country. Gold therefore gradually 
became to be considered as the measure of value in England. 

In 1816 this custom was adopted as law, and gold was de- 
clared to be the only legal measure of value ; and the Pound, the 
legal tender, or measure of value, became the equivalent in gold 
of 205. in silver. 

Forty pounds weight of standard gold bullion by the regula- 
tions of the English mint are cut into 1,869 Pounds or Sovereigns, 
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or the 1 lb. weight of bullion is cut into 46Z. 148. 6d. : or as the 
value of gold is estimated by the ounce, the Mint Price of gold is 
fixed at 31. 17s. lO^d. per ounce, and, as long as the C!oinsare or- 
dered to be coined of the same weight, the Mint Price cannot vary. 

The legal weight of a Sovereign or Pound, is 5 dwts. 3^|^gms. 
containing 11 3^^^ grns. of fine gold. Sovereigns which fall 
below 5 dwts. 2^ grns. ; and half Sovereigns of less that 2 dwts. 
13^ grns. cease to be legal tender. 

In former times Gold and Silver money were equally legal 
tender to any amount : and their relative values were fixed by 
Law : but Gold and Silver vary in their value with respect to 
each other in the market of the world : and consequently even 
though they may be rated truly at one time by the Mint, yet in 
course of time their value according to the Mint regulations is 
sure to get out of adjustment with their value in the open 
market ; and by Gresham's law, the one that is underrated widi 
respect to the other disappears from circulation, and gives rise to 
great inconvenience. Locke, therefore, in 1694, pointed out that 
a nation should adopt only one metal as the legal measure of 
value, and make any other that may be used subsidiary. This 
principle was adopted as Law in 1816 ; gold coin was declared 
the only legal tender to an unlimited amount, and the silver and 
copper coins were intended only as small change for the Gold 
Coin. The coinage of Gold is free to the public; but the 
coinage of silver and bronze is retained by the Grovemment. In 
order to prevent the effect of Gresham's Law, the value of the 
silver coin is artificially raised. Instead of 62 shillings being 
coined out of the pound weight of silver as before 1816, 66 shil- 
lings are now coined out of it: but 4 of these are kept back for 
the expenses of coinage. The Sovereign however is declared to 
be of the value of twenty of these shillings, which are thus arti- 
ficially increased in value about 6 per cent. In order to prevent 
injustice being done. Silver Coins are not legal tender for any 
sum above 405. it having been intended to make the double 
Sovereign the Monetary Unit. 

The Bronze coins are only worth about one fourth of their 
nominal value ; and pence and half pence are only legal tender 
to the amount of one shilling, and farthings to the amoimt of 6d* 
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CHAPTER W. 

THE THEORY OF CREDIT. 

1. A- long series of illustrious Lawyers whose doctrines were 
declared to be Law by the legislation of Justinian, had brought 
the Theory of Credit to a state of perfection at the beginning of 
the sixth century. These were adopted and confirmed in the 
Beformed Code, called the Basilica, promulgated by the Ba- 
silian Dynasty in the tenth century, which was the Code of the 
Byzantine Empire and of all Europe, except England. The 
Komans abandoned Britain at the end of the fifth century ; and 
the Common Law of England on the subject of Credit was exactly 
as it stands in Gains, which was the text-book of Roman Law 
throughout the Empire at the time when the Romans gave up 
Britain. But on the Ist November, 1875, the Common Law of 
England relating to Credit was superseded by Equity, which is 
simply the Law of the Pandects of Justinian. 

The stupendous system of Credit and Banking which exists 
in this and some other countries is merely the practical exempli- 
fication of the principles of Credit which were worked out by the 
Roman Lawyers 1,300 years ago. But it is somewhat remark- 
able that while these doctrines may be found in any of the great 
continental Jurists, they have never yet found their way into any 
legal work in this country in common use. This chapter is 
therefore devoted to explaining the complete Theory of Credit, 
as developed in the Pandects of Justinian, and all the great 
Civilians, and which has now at length become the Law of 
England. 

2. We shall consider the subject in the following order — 
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1. Investigation of the Nature of Credit. 

2. On the Transfer of Credit or Debts. 

3. On Instruments of Credit or Debt. 

4. On the Limits and Extinction of Credit. 

The investigation of the subject, moreover, opens up another 
most interesting branch of enquiry. For considerably more than 
a century Mathematicians have been in the habit of calling Debts 
" Negative Quantities." But very few have given any explanation 
of what they mean by calling a Debt a " Negative Quantity," and 
those who have attempted it have not succeeded, from a want of 
I^nowledge of the principles of Mercantile Law and the Facts of 
Commerce. We have shewn the real application of the alge- 
braical signs in the Theory of Credit. 

And when we have combined these three things together — an 
exposition of the Facts of Commerce — an exposition of the Law 
' of Credit, — and shewn the application of the Theory of Alge- 
braical Signs to these &cts, we shall find a most beautiAil exem- 
plification of the use of these signs, strictly conformable to their 
use in Natural Philosophy. We shall find that the Doctrines of 
Law, the Practice of Conmiercial Men, and the Theory of Alge- 
braical Signs perfectly agree mth one another. And though we 
shall give nothing but a simple exposition of the mechanism of 
the actually existing system of Credit and Banking, we shall be 
able for the first time to bring Economic Theory to the level of 
Commercial Practice, and present results which may surprise our 
readers. 



Investigation of the Nature of Credit 
On the Definition of Credit. 

3« We have seen that all modem Economists admit that 
human Abilities, Energy, Skill, and Character are Wealth, be- 
cause men can make a Profit by their employment. These Moral 
Qualities and Character may be used for the purpose of pur- 
chasing Merchandise with a Promise to pay instead of actual 
money: and when they are so they are in popular language 
termed Credit. 
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ThuB Demosthenes says — " There being two kinds of Property, 
Money and General Credit, out greatest Property is Credit." 

And also : — " If you were ignorant of this, that Credit is the 
greatest Capital of all towards the acquisition of Wealth, you 
would be utterly ignorant." 

So Melon says — " To the calculation of Values in Money there 
must be added the current Credit of the merchant, and his pos- 
sible Credit." 

So also Dutot says—" Since there has been regular commerce 
among men, those who have need of Money, have made Bills, or 
Promises to pay in Money. The first use of Credit therefore is 
to represent Money by Paper. This usage is very old : the first 
want of it gave rise to it. It multiplies specie considerably, it 
supplies it when it is wanting, and which would never be sufli- 
cient without this Credit : because there is not sufficient gold and 
silver to circulate all the products of nature and art. So there is 
in commerce a much larger amount in Bills, than there is specie 
in the possession of the merchants. 

" A well-managed credit amounts to tenfold the funds of a 
merchant : and he gains as much by this credit as if he had ten 
times as much Money. This maxim is generally received 
among all merchants. 

" Credit is, therefore, the greatest Wealth to every man who 
carries on commerce." 

Now though in popular language the merchant's general 
Purchasing Power is called his Credit, yet it does not enter into 
Economics until he actually purchases something with it. 

When such a sale on Credit takes place the Property in the 
goods passes absolutely to the buyer as fully and completely as 
if the Price had been paid in Money. But at the very same 
instant that the Property in the goods passes to the buyer, there 
is a Contract, Neocumy or Obligation, created between the buyer 
and the seller, which consists of two parts-^ 

1. The Right to demand payment, in the person of the seller. 

2. The Duty to pay, in the person of the buyer. 

These two Quantities constitute the Contract, or the Obliga- 
tion, which is the bond of Law between these two persons. 

It may be necessary to observe that the word Obligation is 
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very often used erroneously to mean only the Duty to pay. But 
Von Savigny has clearly pointed out this error. The Obligation 
is the bond between the two parties : it includes the Right as 
well as the Duty : it is in fact synonymous with Contract. 

In this Contract, or Obligation, the Eight to demand pay- 
ment residing in the person of the Creditor is termed Credit. 

Thus Credit is the Name of a kind of Incorporeal Property: 
it is the lowest form of an Annuity : it is an Annuity of one 
term : an Annuity in general is the Eight to demand a series of 
payments : Credit is the Right to demand a single payment. 

Now this Right is Property : it may be bought and sold : and 
hence we see the force of Roman Law — " Under the term Wealth 
.... Rights are included." 

Though therefore in popular language a merchant's Credit is 
often understood to mean the general estimation he is held in, 
and the power of purchasing goods with his Promise to pay in- 
stead of actual money, it must be understood that this Credit 
does not come within the science of Economics until he exercises 
this power, and actually buys some goods with his Promise to 
pay ; and when he does exercise this power, it is the Promise to 
pay, or the Right of action which is created at the very instant 
of the transfer of the Property in the goods to him which in the 
language of Law, Commerce, and Economics is termed Credit. 

Thus a Credit in bank means a Right of action against the 
bank for a sum of money : a Letter of Credit is a letter giving 
its holder a Right to demand a sum of Money : Paper Credit 
means Rights of action recorded on paper, such as Bank Notes, 
Bills of Exchange, &c. 

It is sometimes supposed that the subject of Banking and 
Credit is peculiarly mysterious and difficult of comprehension. 
But in reality the whole difficulty consists in grasping the con- 
ception that Credit, as an Economic Quantity, is a species of 
Property, Merchandise, or Goods, or a Commodity exactly 
similar to a bale of cotton, a quarter of corn, a ton of coals, a 
horse, or a table, and may be bought and sold precisely like any 
other goods. Not only may Credit be exchanged against goods, 
but also one piece of Credit may be exchanged against another 
piece of Credit, just as one piece of goods may be exchanged 
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against anoiiher piece of goods : and every person can make a 
catalogue of his Bights of action against every one else, precisely 
in the same way as he can make a catalogue of his other goods 
and chattels. 

4. So far all is clear : but now comes the first ambiguity in 
the subject, which has given rise to much misconception. 

When an Obligation is created by the transfer of the Pro- 
perty in goods and money, the Hight to demand payment is the 
Credit, and strictly speaking the Duty to pay is the Debt. 

Here is the first subtlety to be remarked. It is very often 
supposed that a Debt is Money owed by the Debtor : this how- 
ever is a great error. The Debt is never, under any circum- 
stances, the Money owed by the Debtor: it is the Personal Duty 
to pay the Money. Thus Mr. Williams says — " Every person 
who borrows Money on mortgage or not incurs a Debt, or Per - 
SONAL Obligation, to repay it out of whatever means he may 
possess." 

Now this is a point of the greatest importance in the due 
tmderstanding of the Theory of Credit, and has led to great error. 
The common and wide-spread fallacy that a Debt is Money owed 
by the Debtor, and belonging to the Creditor is expressly pro- 
vided against in Roman Law — " The essence of an Obligation 
does not consist in this that it makes any specific goods our 
Property ; but that it binds some Person to give us something." 

That is to say, that no particular money in the Debtor's pos- 
session belongs to the Creditor, which he can seize upon : none 
is pledged to him : the Money continues the absolute Property 
of the Debtor, which he may spend or part with, until of his 
own free will he transfers the Property in it to the Creditor. 
But the Debt, or the Duty to pat, exists exactly as it was, no 
matter whether the Debtor has any Money to pay it with or not. 

The difference is clearly marked in Roman Law : if any one 
had in his possession any goods or chattels which were the Pro- 
perty of another person, that person had a Jus in re, or a Real 
Eight : a Right to that very thing. If he had only an abstract 
Right to demand something from a person, he had only a Jus ad 
reriij which is a mere Personal Right : it was also called a Jus in 
personam, or a Right against the person. 

F 
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This subtlety is so important to be understood that we shall 
give an extract from the distinguished Jurist, Pothier — ^ The 
Bight which this Obligation gives the Creditor of proceeding to 
obtain the payment of the thing, which the Debtor is obliged to 
give him, is not a Eight in the thing itself {Jus in r«), it is only a 
Bight against the person of the Debtor for the purpose of com- 
pelling him to give it {Jus ad rem). The thing which the 
Debtor is obliged to give, continues then to belong to him, and 
the Creditor cannot become the proprietor of it, except by the 
delivery, real or fictitious, which is made to him by the Debtor 
in perf ormaDce of his Obligation. 

" And till thiH delivery is made, the Creditor has nothing 
more than a Bight of demanding the thing, and he has only that 
Bight against the person of the Debtor, who has contracted the 
Obligation. 

'^ Hence it follows that if my Debtor, after contracting an 
Obligation to give a thing to me, transfers it upon a particular 
title to a third person, whether by sale or donation, I cannot 
demand it from the party who has so acquired it, but only from 
my Debtor .... The reason is, as the Obligation does not, 
according to our principle, give the Creditor any Bight in the 
thing which is due to him, I have not any Bight in the thing 
which was due to me, that I can pursue against the person in 
whose hands it may be found." 

This distinction is perfectly plain, and of the highest im- 
portance in Economics: for if the Creditor had the Bight to any 
specific money in the Debtor's possession, that would be a dimi- 
nution of the Debtor's property : he would have no right to part 
with, or sell it : and there would in fact only be one Economic 
Quantity in existence, i.e. the quantity of Money. But as a 
matter of fact the whole of the money remains the Debtor's Pro- 
perty, which he can sell or exchange as he pleases : and also 
there is the Bight or Property, in the person of the Creditor, 
which he can also sell or exchange : and which may be sold or 
exchanged any number of times like money till it is paid off and 
extinguished. Hence in this case there are two Economic 
Quantities in existence, which may each circulate in con^meroe 
txi tiie same time. 
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5. Having explained this sabtlety it might be thought that 
all difficulties on the subject were cleared np. But unfortunately 
this is not the case : we have still more ambiguities to clear up, 
each of which has been the cause of great misconception. 

The word Debt evidently in strictness means the Duty of the 
Debtor to pay the Money. But unfortunately, the word Debt 
has long been transferred to mean the Right of Action in the 
person of the Creditor : and thus it is used as synonymous with 
Credit. 

We have not found in any ancient writer the word Debitum 
used to mean the Right of Action : but this change in its mean- 
ing had already come into use in the 12th century. 

In 1194 Richard L issued a Commitssion for a judicial visita- 
tion on financial matters in which it is said — " Let all the Debts 
{Debita, Rights of action) of the Jews be scheduled, their lands, 
houses, rents and possessions. . . . 

'^ Also let every Jew swear that he will make a true schedule 
of all his Debts {Dehita, Rights of action) pledges, rents, and all 
his property and possessions.*' 

And this is the meaning which the word Debt has long 
acquired in English Law. It means a Right of action, a Claim, 
or Demand. 

Thus in the Statute of Acton Bumell, 11 Edward L (1283^ 
commonly called the Statute of Merchants, it is said — '^ That 
merchants may quickly recover their Debts . . . The King by 
his council has ordained and established that the merchant who 
would be sure of his Debt.'* 

So the Act, 46 Geo. III. c. 125. s. 3 enacts that " one Debt or 
Demand " may be set off against another. Mr. Williams says -- 
" Within the class of choses-tn-action was comprised a Right of 
growing importance, namely, that of suing for Money due, which 
Right is all that is called a Debt " — " We have seen that a Debt 
was anciently considered as a mere Right to bring an action 
against the Debtor " — " Debts being formerly considered as mere 
Rights of action." 

So as may be seen in any daily paper the executors of 
deceased persons advertise for any persons who have '^ Debts, 

F 2 
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claims, or demands/' against the estates of the deceased to give 
in a statement of them. 

An administrator is appointed by the Court of the "gooda, 
chattels, and Credits of the deceased." 

Thus it is seen that the words Credit and Debt are used as 
synonymous in Law. 

Accordingly in the Digest of the Law of Bills of Exchange, 
Bank Notes, &c. which we prepared for the Hoyal Commissioners 
for the Digest of the Law we began with the following funda* 
mental Definition of the subject — 

. "Credit or Debt, in Legal and Commercial [and Eco- 
nomicat] language means a Eight of Action against a Person 
for a sum of Money, ^^ 



On the Arnhiguity in the Meaning of the word Loan: 
or the Distinction between Mutuum and Gommodatum. 

6. We now come to the next ambiguity which has been the 
cause of great confusion in the Theory of Credit in recent 
times. 

All the older writers, who were chiefly men having a prac- 
tical knowledge of business, seeing that Credit causes exactly the 
same circulation of commodities as Money, said that Credit is 
Capital, without entering into any very nice definition either of 
Credit or Capital. 

Smith expressly classes Paper Currency, such as Bank Notes, 
Bills of Exchange, &c. — which are Credit — under the title of 
Circulating Capital. 

Since the time of the French Economist, Say, however, this 
doctrine has been the subject of much ridicule. He says in 
one passage which has been repeated by a multitude of writers, 
that those who say that Credit is Capital, maintain that the same 
thing can be in two places at once. They conceive that Credit 
is the material thing lent, or the transfer of it ; and then they 
ask — How can the same thiog be in two places at once, and be 
used by two persons at the same time? 

The whole misconception is founded on an ambiguity in the 
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meaning of the words Loan and Lend, which words are used to 
denote two operations of a perfectly distinct nature. 

There are two kinds of Eight — the Right of Possession and 
the Right of Property. 

Suppose that I lend my friend a Book or a Horse : that is 
I allow him to have a Right of Possession and use of them for a 
certain time. Then it is clear that I and my friend cannot both 
have the Book, or the Horse, at the same time. But though I 
lend him the Book or the Horse, they still remain my Pro- 
perty. I do not transfer my Property in them to my friend. 
He is not my Debtor nor am I his Creditor, and if I wanted to 
have them back, and went for them, and foimd him not at home, 
I should have no scruple in taking them away. 

But suppose that I had lent my friend £5, and if as before, 
wanting them back, I went and found him not at home, would I, 
if I happened to see his purse lying on the table, open it, and 
take £6 out of it 7 I should instinctively feel that I should do 
no such thing. I should have no scruple whatever in taking 
back the Book or the Horse I had lent : but I should never 
dream of opening my Mend's purse, and taking out £6 I had 

LENT. 

Thus without giving any particular thought to the subject, 
every one would instinctively feel that there is an essential dis- 
tinction between the cases of lending a Book or a Horse, and 
lending £b. Or if he were so obtuse on the subject, the Law 
would point out the distinction. The Law would tell him that 
he might take away his own Book, or his own Horse, if he 
pleased ; but that if he opened his friend's purse, and took out 
£5, he would be guilty of thefl : and that he must request his 
friend to pay him, but that he must not help himself. 

So if a man pays in money to his account at his banker's, i.e. 
lends him money, and if he drew a cheque on his banker for ^^20, 
would he venture himself to take 20 sovereigns off the banker's 
counter? Of course he would not. He would request his 
banker to pay him : and he must wait until his banker gives him 
the money of his own free will. If he ventured to take the 
money himself it would be larceny, and he might be given in 
charge to a policeman. 
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In £tct though both these operations, lending a Book or a 
Horse, and lending Money, are called a Loan, they are of an 
essentially distinct nature. When a man lends a book, or other 
chattd, to his friend, he doe 3 not part with, or dispossess himself 
of the Property in it. He is entitled to have that very Book, or 
the very Chattel, back again. There is no Exchange, and no 
New Property created. And only one person can have the use 
of the book or the chattel. 

But in all cases whatever of a Loan of Money, the lender 
absolutely cedes the Property in the money to the Borrower, and 
it becomes his absolute Property. What the lender does acquire 
is the Right, or Property, to demand back an equivalent amount 
of money, but not the specific money. A loan of money is, 
therefore, always an Exchange, and in all such cases there is of 
necessity a New Property created : and this New Property is 
termed Credit : and it may be sold and transferred like the 
Money itself. 

The same principle is true of the Loan of many other things, 
such as wine, bread, meat, oil, &c. If I lend a loaf of bread, 
or a bottle of wine, to a friend, the only way he can use them is 
by destroying them, or consuming them. Hence I must of 
necessity transfer the Property in them to him : and what I 
acquire in return, is the Eight of demanding an equal amount of 
equal quality in return. It is the same with Money. A man 
can only use money by paying it away : and all he can do is to 
give back to the lender at some future time an equal quantity of 
money. In English Law the former kind of Loans (i.e. the loan 
of a book or other chattel) are said to be returnable in specie, 
that is, the identical things are restored : in the latter kind of 
Loan the things are said to be returnable in genere, or only 
similar things are given back. In the former kind of loan, the 
relation of Debtor and Creditor is not created : in the latter, 
the relation of Debtor and Creditor is created between the 
Borrower and the Lender. 

Precisely the same relation is created on the sale of goods on 
Credit. The Property in the goods is ceded absolutely to the 
buyer : and what the seller receives in exchange for the goods is 
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the Rigbt, or Property, to Demand their Price in money at a 
future time : and this Bight or Property, is termed Credit. 

Hence it must be observed that the Economic Quantity called 
Credit or Debt, is the Eight which is created on a Loan of money, 
wine, bread, oil and things of that nature, to demand back an 
equal quantity to the things lent : or the Right which is created 
on a Sale of goods on Credit to demand their Price in money at 
a future time. 

Thus the confusion has arisen from the English language 
having but one word, Loan, to denote two operations of an 
essentially distinct nature: the French language is equally 
faulty. But the distinction is clearly pointed out in Boman 
Law, and the Latin language has a distinct word for each opera- 
tion. 

It is said in the paraphrase of Theophilus of the Institutes of 
Justinian, which we prefer to quote, because it is more fall and 
distinct than the Institutes, and it superseded them as the autho- 
rised text book of Boman Law — 

" A Beal Obligation is contracted by an act, or by the manual 
delivery of something counted out: and this includes the 

MUTUUH. 

'^ A thing is a Mutuum when the Property in it passes to the 
person who receives it, but he is bound to restore to us, not the 
identical thing delivered, but another of the same Quality and 
Quantity. I said, so that the receiver becomes the Proprietor of 
it, that I might exclude the Commodatum and the Depositum : 
£>r in these latter the receiver acquires no Property. But he 
must be boimd to us, to exclude the Donation, for he who 
receives one acquires the Property, but he is not bound to us. I 
said that he must restore not the identical things, but others of 
similar Quality and Quantity, that I might not deprive him of 
the use of the Mutuum. For a person takes a Mutuum, that he 
may use the things for his own purposes, and return others 
instead of them. . For if he were obliged to give back the same 
things it would be useless to borrow them. 

*' But all things are not taken as Mutua, but only those 
which consist in weight, number, and measure, &c. In weighty as 
gold, silver, lead, iron, wax, pitch, tin : in measure^ such as oil, 
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wine, com : in number , such as money. And in short whatever 
we deliver with this intent, in number, measure, or weight, so as 
to bind the receiver to return us, not the same things, but others 
of the same nature and quantity. Whence also it is called 
MuTUUM, because it is transferred by me to you with the intent 
that it should become your Property {ut de meo tuumjlt). 

'* But the Eeal Obligation includes Commodatum : as if any one 
were to ask me to lend him a book, and I lend it ... . But the 
Commodatum differs widely from the Mutuum. For the Mutuum 
transfers the Property, but the Commodatum does not transfer it, 
and therefore the borrower (jcommodatarma) is bound to restore 
the very thing lent. 

So it is said in the Digest — ^' But it is called giving a 
Mutuum because from being my Property it becomes yours 
{quod de meo tuumfit) ; and therefore if it does not become your 
Property no Obligation is created." 

But on the contrary with respect to the Commodatum — " We 
retain the Property and Possession of the thing lent (m com- 
modatcB) " — " No one by lending (commodando) a thing, gives the 
Property in it to him he lends it to." 

Modern scholars repudiate the fanciful etymology of mutuum 
from (ex meo tuum Jit), though it held its place so long in legal 
text books. Mutuua evidently comes from mxito, as deciduus from 
decido, and dividuus from divido. It is so called because there 
was an exchange of Properties. But though the derivation is 
fanciful, it exactly expresses the fact. Unless there was an ex- 
change of Properties there was no Mutuum. All commercial loans 
are Mutua, and not Commodata. Every loan of money is in 
reality a sale, or an exchange, in which a New Property is created, 
which is called Credit or a Debt : and when the money is re- 
turned, or the loan repaid, it is another exchange, by which this 
New Property is extinguished. 

On the Distinction between a Debt and a Bailment : or 
the Distinction between a Mutuum and a Depositum. 

7. We have now to trace the consequences of this distinction 
between the Mutuum and the Depositum, because they each give 
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rise to a doss of Paper Documents of a totally distinct nature. 
And it has been the confusion between these two distinct classes 
of Paper which has been at the root of most of the false theories 
of Credit and Currency which have produced such terrible cata- 
strophes in the world. 

There are two species of Paper Documents which are in 
general use in commerce, and which have some superficial re- 
semblances — that is they both convey Eights to certain things and 
are similarly transferable, and are, therefore, considered by many 
to be of the same nature ; but which are yet fundamentally dis- 
tinct in their nature : and in this radical distinction is contained 
the basis of the Theory of Credit. 

These species of Paper Documents are — 

I. Bank Notes, Bills of Exchange, and other forms of 
Credit. 

II. Bills of Lading, Dock Warrants, and all other Titles 
to specific goods. 

In order to understand clearly the fundamental distinction 
between these classes of Paper Docimients, we will explain how 
each of them arises. 

It has already been shewn that in all Loans of the nature of 
the Mutuum, and in Sales of goods on Credit, the Property in 
the money or the goods is transferred to the borrower or the 
buyer, and in exchange for it the lender or the seller receives the 
Property or Right to demand a sum of money : which Right 
may be recorded on paper : and may be bought and sold like 
any other goods or merchandise. 

Now when a person pays in money to his account at his 
banker's it is a Mutuum : the Property in the money passes abso- 
lutely to the Banker, He is not the Trustee or the Bailee, of 
the money : but it becomes his Property. He is the Owner of 
it, and is entitled to use it in any way he pleases, for his own 
purposes. In exchange for this money, he creates a Credit iq 
his customer's favour, promising to deliver an equal amount of 
money on demand. The transaction is an exchange or sale. The 
Banker buys the money from his customer, and sells him in 
exchange for it, the Right to demand an equal quantity of money 
at any time he pleases, and it has Value, because the owner of 
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it can exchange it for money, or anything else. The Banker is 
not the Trustee of the money, but he is simply the Debtor to his 
customer : and if unfortunately he should happen to &il, his 
customers or creditors are only entitled to have his property 
divided among them, and they must take their chance of having 
their Debts paid in full. 

It is exactly the same in all cases of Mercantile Credit. The 
merchant or trader "who buys goods on Credit, is not the Trustee 
or Bailee of the goods, but their Proprietor. The seller of the 
goods cedes the Property in them absolutely, and receives in ex- 
change only the abstract Right to demand payment at a future 
time. Like the Banker, the buyer is simply the Debtor to the 
selle». In both cases there is a New Property created, which 
may be recorded on Paper, either in the form of a Bank Note, or 
a Bill of Exchange, which may be bought and sold quite inde- 
pendently of any specific money. Hence all forms of Paper 
Credit are absolutely separated from any specific money, and that 
is the very reason why they are called Credit, because the holder 
of them has nothing but a Eight to demand money firom some 
person. 

But the case is quite different with the other class of Paper 
Documents. When a man ships goods on board a vessel, he re- 
ceives from the captain a Paper Document, acknowledging the 
receipt of the goods, and promising to deliver them to whomso- 
ever shall be the owner of the Paper Document called the Bill 
OF Lading. 

The shipper of the goods sends the Bill of Lading to the con- 
signee, who, directly he receives it, may negotiate it, i,e, transfer 
it by indorsement to whomsoever he pleases, in all respects like a 
Bill of Exchange, and it may pass through any number of hands, 
and whoever is the owner of it at any time may go and demand 
the goods from the captain. 

Similarly when goods are deposited in a Dock Warehouse, 
the Dock Master gives a Paper Document, or receipt for them of 
a similar nature to the Bill of Lading, which is called a Dock 
Warrant. This is transferable in all respects like a Bill of 
Lading, or a Bill of Exchange, and whoever is the owner of the 
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t)ock Warrant, is the owner of the goods described in it, and is 
entitled to demand and receive them from the Dock Master. 

Now it is especially to be observed that in these two cases, 
although the goods are delivered into the temporary custody of 
the captain, or dock master, they have no Property in them. 
The Property in the goods remains with the shipper, or depositor, 
and is transferred by him along with the Bill of Lading or Dock 
Warrant. The goods are what is called in Roman Law, a mere 
Depositum. The captain or the dock master is the mere Bailee 
or Trustee of the goods, and not the Owner, as in the case of the 
MuTUUM. He has no right to convert them to his own use, and 
if he did so, it would be a robbery, and he would be liable to be 
pxmished as a thief. Thus in these cases the goods are merely 
delivered into the temporary custody of the captain, or dock 
master, for a certain defined purpose, and no New Property is 
created. The Bill of Lading and the Dock Warrant form One 
Property with the goods, and cannot be separated from them. 
The goods travel with the Paper Document. Thus it may be 
said in this case that the Paper Documents represent goods. In 
this case there is no exchange and these documents have no 
Value, i.e. they are not exchangeable separately. They are not 
exchangeable for goods generally, but are Titles to certain 
specific goods, and no others. No one ever spoke of the Value 
of a Bill of Lading or a Dock Warrant. Such Documents are 
not Credit, because the owner of them does not simply believe 
that he can obtain goods in exchange for them, but he knows 
that he has become the owner of certain specific goods. Such a 
transaction is not an Exchange, but what is called in Law a 
Bailment. 

So also if a man takes a bag of money to his banker, and 
asks him to take care of that specific money, and give it back to 
him, or to any one else he may name, on demand, no Property in 
the money would pass to the banker. It would not be a 
MuTUUM, but a Depositum or Bailment. The banker would have 
no Right to use the money for his own purposes : and if he did 
80 he would be guilty of theft. If he gave a receipt for it 
promising to deliver the money to whomsoever the receipt might 
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bo transferred, the receipt would be one property witb the money, 
as in the case of Bills of Lading and Dock Warrants. The 
money and the receipt could not be separated, and the Pro- 
perty in that very money would always pass along with the 
receipt. The Banker in such a case would be merely the 
Bailee or Trustee of the money and not its Owner. Li the 
case of the captain, the dock master, and the banker, just 
described, the relation of Debtor and Creditor does not arise 
between them, and the owners of the Paper Documents. 

Hence we see the radical and fundamental distinction between 
Bills of Lading, Dock Warrants and all other Titles to specific 
goods on the one hand, and all forms of Paper Credit on the 
other. 

Bills of Lading, Dock Warrants, and other Titles to goods, 
are absolutely bound down to these specific goods, and cannot be 
separated from them, and therefore they form only one Pro- 
perty with them. They always arise out of a Bailment and 
never out of an Exchange ; and they may justly be said to 
represent goods. They in themselves are nothing, and are no 
addition to the mass of other exchangeable Property. 

On the other hand it is the fundamental legal requisite of all 
kinds of Paper Credit, that they shall be absolutely severed 
from any specific sum of money. They are even forbidden to 
be made payable out of any particular fund. They must 
be nothing but abstract Eights against the Person, and that is 
the very circumstance from which they take their name : be- 
cause they must be received on the simple belief that the person 
can pay them. If any specific sum of money were appropriated 
to their pajrment they would not be Credit. Paper Credit always 
arises out of an Exchange, and never out of a Bailment. Bills of 
Lading and Dock Warrants always go along with goods : Bank 
Notes and Bills of Exchange are always exchanged for money, 
goods, &c. Bills of Lading represent goods, but are not of the 
Value of goods, because there is no exchange, and there can be 
no Value without an exchange. Bank Notes, &c., do not repre- 
sent money, but they are of the Value of Money, because in their 
case there is always an exchange. And Credit in all its forms is 
an addition to the mass of other exchangeable property : as, in* 
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deed, is admitted by every Lawyer, every Merchant, and every 
Economist. 

From this it clearly follows that Bills of Ladinsf and Dock 
Warrants can never exceed in quantity the goods they represent. 
If any one were to n^otiate such documents without any goods 
being attached to them, it would be an indictable fraud. But 
Paper Credit of all sorts immensely exceeds in quantity the 
Money in the country — on the lowest calculation, tenfold. Credit 
itself is merchandise, and the subject of a gigantic commerce. It 
may be said that all commercial crises arise out of the excessive 
creation of that species of Property called Credit. "What are the 
due limits of Credit, is a question of the most momentous con- 
sequence, which will be clearly shewn hereafter. 

We have shewn that in Eoman Law all Eights, and Credit 
among them, are included imder the terms Pecunia, Bona, Ees, 
Merx ; so also in English Law a Debt, or choae-in-action, or 
Credit is included tinder the terms " Goods " and " Chattels." It 
is an article of Merchandise, or a Saleable Commodity. 

Thus Sheppard eays under Chattels — 

" All kinds of emblements, sown and growing grass cut : all 
money, plate, gold, silver, jewels, utensils, household stuff, 
Debts, wood cut, wares in a shop, tools and instniments for 
work, wares, merchandises, carts, ploughs, coaches, saddles, and 
the like : all kinds of cattle, as horses, oxen, kine, bullocks, 
goats, sheep, pigs, and all tame fowl and birds, as swans, 
turkeys, geese, capons, hens, ducks, poultry, and the like, are 
to be accoimted Chattels." 

" All Obligations, Bills, Statutes, Recognizances, and Judg- 
ments, shall be as a Chattel in the Executor. 

" All Right of action to any personal action is a Chattel." 

So it was resolved by Popham, Chief Justice of England, and 
many other Justices, that " personal actions are as well included 
within this word goods in an Act of Parliament, as goods in 
possession." 

So in another case Lord Chancellor Hardwicke said — " And 
Debts come within the meaning of the Act, and would pass in a 
will thereby." Burnet J. said — " A bond-debt is certainly a 
Chattel." So Parker L.C.B. said : — " But goods and chattels 
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include Debts " — " things in action are considered as goods and 
chattels." Lee, C.J. said — *^ The inquiry on the second point in, 
whether choses-in-action are not included under goods wad 
chattels ? and I agree .... this is now out of question, chostB- 
ill-action will be included therein. FulwoocTs case 4 Go. 65 
proves that a chose^in- action (as an obligation) is a Chattel. 
So Staunf, Prerog, 65, c. 16 says that Chattels comprehend 
Eight of action to goods." And Hardwicee C, said — ^^ Chases- 
in-action are properly within the description of goods and 
chattels." 

So Blackstone says — *' For it is to be understood that in our 
law, chattels (or goods and chattels) is a term used to express any 
kind of Property which, having regard either to subject matter, 
or the quantity of interest therein, is not freehold." 

" Property or Chattels personal may be either in possession^ 
or else in action . . . Property- in-acti on is where a man has not 
the enjoyment (either actual or constructive) of the thing in 
question, but merely a Eight to recover it by a suit or action at 
law." 

We need not give any more quotations ; in fact, those which 
we have given are only intended for the benefit of lay readers. 
Every person who has studied the most elementary principles of 
Law, knows perfectly well that a Eight of Action or a chase-in- 
action is a personal chattel like any other species of property : 
but it is just on this point that the greatest difficulty is felt by 
lay readers to understand how a mere Eight of Action is sale- 
able Property, just like so much iron, corn, gold, lead, coal, or 
anything else. 

On some Erroneous Ideas as to tlie Nature 

of Credit. 

8. We have still another erroneous view of the nature of 
Credit to clear away. We have seen that the preceding errors 
arose from not observing the distinction between Mutuum and 
Commodatum and Depositum. From the first error proceeded the 
erroneous notion that those who say that Credit is Capita] say 
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that the same thing can be in two places at once : from the 
second that Bills of Lading and Dock Warrants are of the same 
nature, and are Credit, as well as Bills of Exchange. The third 
form of error which we have now to dissipate is that Credit adds 
nothing to the resources of the world, because it is neutralised 
bj something else. 

Any person practically conversant with commerce, and seeing 
the immensely greater portion of commercial operations effected 
by means of Credit, would smile at the notion that Credit adds 
nothing to the resources of a nation : but some have been misled 
by a very palpable error. Henry Thornton, an able man, a 
banker, and one of the authors of the Bullion Eeport, says — 
'^ Paper constitutes it is true an article on the Credit side of the 
books of some men, but it forms an exactly equal item on the 
Debit side of the books of others. It constitutes on the whole 
neither a Debit nor a Credit." 

So another eminent banker M. Cemuschi says — " The 
balance sheet of every individual contains three accounts : exist- 
ing goods. Credits, and Debts. But i£ we collected into one all 
the balance sheets of every one in the world, the Debts and the 
Credits mutually neutralise each other, and there remains but a 
single account : existing goods. 

" The totality of the goods, therefore, forms the general 
inventory. There is the first matter of exchange. The Debts 
and Credits are subsidiary matters. Debts and Credits are 
reciprocally transmitted as goods are transmitted : but however 
great or small they may be, and through whatever hands they 
pass, Credits for some, Debts for others, they add nothing to, 
they take away nothing from, the general inventory." 

The argument of Thornton and M. Cemuschi is simply this — 

Suppose A to have £100 in money, and also a three 
months' bill of £50 on B. Suppose B to have £100 but at the 
same time to have accepted a bill of £50 at three months to A. 
Then A*s property would be stated thus £100 + £50 ; B's pro- 
perty would be stated thus £100— £50. Now the argument of 
these writers is this — ^that the +£50 and the —£50 balance each 
other, and the result is : which according to them is the same 
thing as saying that these Quantities do not exist at all. 
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This view migbt perhaps seem at first sight somewhat 
specious, but a veiy little reflection will shew that it is quite 
erroneous. 

Suppose that a landlord lets a house to a tenant. In exchange 
for the use of the house the landlord receives the Bight to demand 
a certain sum, three months after date, we will suppose. The 
transaction is an Exchange. The Eight to demand the money 
is an actually existing Right in the Landlord ; it is his Property, 
which he may sell or transfer to any one else. It is, therefore, 
plus, + , to him, and an addition to his other Property. The 
tenant is bound to pay this Rent : but does that cause any diminu- 
tion of his present Property ? Does the Property in any of the 
money at his banker^s pass to the landlord ? Certainly not 
Hence it is quite clear that this obligation to pay at a Jvturt 
time is no diminution whatever of his present Property. In &ct 
he is not in Debt at all until he has had the use of the house 
for three months, and the day of payment has come. 

Similarly if a merchant buys goods and gives a bill at three 
months in payment of them, the transaction is an exchange. The 
Right to demand payment is plus to the seller of the goods : 
it is his Property, which he may sell and dispose of like money. 
But the goods remain the entire Property of the merchant, which 
he may sell or dispose of : and he is not in Debt at all, till the 
Bill becomes due. Suppose that the landlord, or the seller of the 
goods, were to bring an action for the Rent, or the Price, before 
the end of the three months, the tenant, or the merchant, would 
reply that they were not in debt at all. The well known maxim 
of Law is that Credit unexpired may be pleaded under the general 
issue, which means that if a man sues another for an obligation 
not yet due, he may simply reply that he is not in debt at all. 

Thus Mr. Pitt Taylor says — " In addition to these examples, 
it may be observed that, whenever the defendant can show that 
in fact no Debt ever existed before action brought, he may do so 
under the plea of never indebted. For instance if the action be 
for goo^s sold and delivered, he may defend himself under this 
plea by proving that they were sold on Credit, which was un- 
expired when the action was commenced." Hence we see that 
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m this case, the — j£50 does not mean that it is to be suhtr^acted 
from his present Property. 

This then is the paradox. The Right to receive the future 
Kent is the absolute Property of the landlord : and therefore 
in this case + means addition. 

But though the tenant is bound to pay the Rent, and it is 
therefore — to him, it is not to be subtracted from his present 
Property, and is no diminution of it. 

What then does it mean ? 

Mathematicians have since the time of Maclaurin given Debts 
as an .example of " Negative Quantities," but they have never 
given any satisfactory explanation of what is meant by this order 
of Negative Quantities. 

The explanation usually given is this — a man's Property 
may be considered as positive, and his Debts as negative : subtract 
his Debts from his Property, and the remainder if any is his 
Capital. And as the national Capital is the aggregate Capital of 
all the individuals in it, according to this doctrine, in order to 
find the quantity of property in the country, all the floating debts 
in it would have to be subtracted from all the Property in 
it, and the remainder would be the amount of national Capital. 

So Peacock, the distinguished Algebraist, says — "If property 
possessed or due could be denoted by a number or symbol with 
a positive sign, a debt would be indicated by a number or 
symbol with a negative sign, or conversely : such affections of 
property are correctly symbolised by the signs + and — , since 
they possess the inverse relation to each other, which these signs 
reqxiire : for if to a person A there be given a certain property 
or siuu of money combined or added to a debt of equal amount, 
his wealth or property remains the same as before." 

Now in a certain sense these modes of statement may be 
correct. If a man were going to retire from business, he would 
call in and discharge his liabilities, and the remainder, if any, 
would be his fortune. 

But such a mode of statement is quite imsuitable for 
Economics. Debts are a species of Property of the most colossal 
magnitude, and are the subject of commerce, as much as any 
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other merchandise, until they are extinguished. Eoonomics has 
only to do with them while they exist, and are the sabject of 
commerce. 

The fallacy of the mode of statement of the writers we 
have just quoted is evident, and is precisely the one which we 
have already pointed out was carefully provided against in the 
Digest. For they evidently consider a Debt to be some of the 
Debtor*s property set apart and pledged to the Creditor, and 
therefore a diminution of the Debtor^s property. But this is 
a most grievous error : a Debt is not part of the Debtor^s money 
or goods affected with the Negative sign, but the personal 
Duty of the Debtor to pay : and until the time of payment has 
arrived, there is no Duty and no Debt. Hence while the Right 
created on the exchange of the goods is an Economic Quantity 
which may be exchanged and sold any number of times, as 
indeed these writers admit, the Debt or Duty is non-existekt 
or latent, and has no effect at all : hence the goods and the 
Credit given in exchange for them, are two Economic Quantities, 
and may both be sold and transferred any number of times. 
And in Economics we have only to consider the number of 
Economic Quantities, and their relations of exchange. 

We will give a very simple example to shew how very 
erroneous the method of stating the question by Thornton and 
Cernuschi is. Suppose a banker holds a merchants acceptance 
not yet due. Suppose at the same time the merchant holds an 
equal amount of the banker^s notes. According to the method 
of statement of these writers, the mutual debts cancel each 
other, and the result is nothing. But this is manifestly 
erroneous : because the banker may if he pleases put the 
merchant's acceptance into circulation, and the merchant may 
put the banker^s notes into circulation. Hence there would 
be two Economic Quantities in circulation, and producing the 
same effects as so much money. Hence in Economics these 
Quantities are not to be considered as extinguished until they 
are so in reality. But the same may be said of any Economic 
Quantity : when it is destroyed it is no longer an Economic 
Quantity. The same principle is true with regard to Credit, or 
Debt, as with any other Quantity : so long as it exists, and is 
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capable of being exchanged it is an Economic Quantity : Tvlien 
it is extinguished, and only then it ceases to be one. 

On the Meaning of the Positiyb and Negatiye 

Signs in Economics. 

9. We have now to explain the meaning of the Negative 
Sign in the Theory of Credit, or Debt. 

Two Algebraists of the highest eminence have attempted to 
explain the application of the Negative Sign to the subject of 
Debts, or Credit, but they have fallen into exactly the same error 
as Thornton and Cemuschi. 

Euler says — ** The manner in which we generally calculate a 
person's property is an apt illustration of what has just been said. 
We denote what a man really possesses by positive numbers, using 
or understanding the sign + , whereas his debts are represented 
by negative numbers, or by using the sign — . Thus when it is 
said of any one that he has 100 crowns but ovres 50, this means 
that his real possessions amount to 100 — 50, that is to say 50. 

*' As negative numbers may be considered as debts, because 
positive numbers represent real possessions we may say that 
negative numbers are less than nothing. Thus when a man has 
nothing in the world, and even owes 50 crowns, it is certain that 
he has 50 crowns less than nothing : for if any one were to make 
him a present of 50 crowns to pay his debts, he would still 
be only at the point nothing, though really richer than before.** 

It is quite evident that Euler has, in this passfige, fallen 
into exactly the same error as Thornton and Cemuschi : namely 
that of considering a Debt to be money pledged to the Creditor : 
and so affected with the Negative sign. But as we have dis- 
tinctly shewn that a Debt is a Personal Duty, it is quite evident 
that a Personal Duty cannot be subtracted from a sum of money. 

It is quite easy to shew that the first paragraph is not a suit- 
able mode of stating the question in Economics. For suppose 
that a man has 100 crowns, and that he is bound to pay 50 
crowns one year hence: it would be quite inaccurate to say 
that his property is only 50 crowns, or (ICO — 50). For he 
Las the 100 crowns to trade with in the meanwhile, as his 

o 2 
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absolute property: and all that he is bound to do is to haye 
on a certain day at the end of the year 50 crowns to discharge 
his debt. But the o^vner of the Debt may put it into circu- 
lation, and it may produce all the effects of money till it is 
paid. So that there may be the 100 crowns and the debt of 
50 crowns as well, circulating simultaneously in conmierce. 
And yet his property might be correctly stated (100 — 50) 
crowns. Here it is quite clear that the 50 crowns are not to be 
subtracted from his present property. Now by the Law of Con- 
tinuitf/j the same must be true i£ we diminish the period of pay<« 
ment gradually from one year by small gradations of a day at a 
time, till we reduce it to 0, or make the debt payable on demand. 
The fact is that the expression is to be read this way — ^he possesses 
100 crowns as his property, but coupled with the Duty of paying 
50 crowns at some given time. 

So in the second paragraph, when he possesses no crowns, 
and owes 50 crowns, he is said to have less than nothing. This 
clearly means that he is under the Dutt, or Obligation, to pay 
50 crowns, and has nothing to pay them with. Now let ns 
suppose that being in this position, as Euler says, some one makes 
him a present of 50 crowns to pay his debt, he is clearly 50 crowns 
richer than before, and yet his property is now only = 0. This 
is an example of + x + giving + . Thus Euler is right so fer 
as he goes : but he has manifestly stated only one half of the case. 
Because there is another combination of algebraical symbols 
which gives + , namely — x — : and there is another method 
in commerce of arriving at the same practical result. Suppose 
his Creditor Releases him from his debt, his property would then 
also =: : and as in the former case, he would be 50 crowns better 
off than before. 

Thus Releasing a debtor from the Duty to pay money, is 
exactly equivalent to making him a present of money. This 
shews that the Release ( — ) of a Debt ( — ) is the same thing as 
an Increase ( + ) of Wealth ( + ), or that — x — ==: + x + ; 
a principle of the most momentous consequence in modem 
commerce. 

Peacock has fiillen into exactly the same error ; for he con- 
siders a Debt as Money or Property owed ; which is exactly the 
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error wbich the Digest, Pothier, and other CiviliaDS have so care- 
fully pointed out. Peacock considers that the subtraction of a 
debt is the change of the character or aflfection of money owed to 
money possessed : in which he is quite mistaken, for the sub- 
traction of a debt is not changing the Eight in the money from 
the Creditor (which does not exist) to the Debtor, but simply 
extinguishing the Debtor's Duty to pay it. 

10. The perplexities of the Theory of Credit can only be 
unravelled by the great modem Algebraical doctrine of the 
Separation of the Siffns of Affection or Position and Operation. 

Writers who are not versed in Natural Philosophy have no 
conception of the signs + and — meaning anything but addition 
and subtraction, whereas the symbols +« 0, and — have an 
immense variety of meanings in Natural Philosophy, according 
to the particular circumstances under which they occur : and 
it is wholly impossible to determine their meaning, until we 
know the particular state of circumstances out of which they arise. 

Every great science is fotmded on some single idea, or con- 
ception, or quaHty, which must be of the most general nature, 
and every Quantity whatever in which that quality is found is an 
element in that science no matter what other qualities are found 
in it. Quantities therefore utterly dissimilar in every other respect 
are elements in that science, so long as the single fimdamentai 
quality is foimd in them. 

Now as Economics is the science of Exchanges, or Values, it 
necessarily follows that every Quantity whatever, which is 
capable of being exchanged or valued, must be an Economic 
Quantity, no matter what its nature is, enduring or evanescent, 
corporeal or incorporeal. 

But these Quantities in the various sciences may be endowed 
with opposite qualities, and when they are so, it is universally 
the custom in Natural Philosophy to distinguish them by the 
signs + and — . 

They are then called Signs of Affection or Position. 

The instances of this which might be quoted from the various 
branches of Natiural Philosophy are innumerable, and we will 
only quote a few to illustrate our meaning, and furnish analogies 
to guide us to the solution of the perplexities of Economics. 
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Thus in Algebraical Geometry, in which it is 
to fix the |)08ition of lines, it is usual to take some fixed point 
called the Origin, and then lines drawn in opposite diiectianB 
irom that point are distinguished bj opposite signs. Thus if 
lines to the light of it are called Positive^ and distinguished bj 
the sign + , then lines di-awn to the left of it are called Negative, 
und are denoted by the sign — . If lines drawn up from it are 
Positive and denoted by the sign + , then lines drawn down firam 
it are Negative and denoted by the sign — • 

If two mechanical forces act in opposite directions one is called 
Positive and the other Negative. 

So in Parliament the supporters of Groyemment may be 
called + y and its opponents — . 

Now in many of these cases it may happen that the QuantitieB 
endowed with these opposite quaUties may balance each other, 
and the result may be : but it would manifestly be an error of 
the greatest magnitude to say that because under some circum- 
stances these Opposite Quantities may neutralise each other's 
efifects, that is the same thing as saying that they do not exist 
at all. 

Suppose that on a division the numbers for Groyemment were 
840, and the numbers against Government 300. Then for 
practical purposes it might be said that the strength of the 
Government was 40 : because the — 300 neutralise the effect of 
the i- 300. But it would be clearly an enormous error to say 
that that is absolutely the same thing as saying that these 600 
members do not exist at all. It is perfectly clear that there are 
640 Parliamentary units. It is quite clear that to find the total 
number of Parliamentary units we must add the opposition to 
the ministerialists, and not subtract them. 

It is an error of precisely the same nature to say that, be- 
cause a man possesses j^lOO, and at the same time has accepted a 
bill for £bO payable three months after date, there are only :^50 
in existence as Economic Quantities. No doubt it might be said 
that for practical purposes the man's fortune was only ^50. But 
the £100 and the £60 bill may both circidate independently in 
commerce at the same time : and hence while they do so, and 
luitil the £50 bill is paid and extinguished there are £150 of 
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Eoonomic Quantities. When the bill is paid and extinguished, 
it ceases to exist as an Economic Quantity. 

U, Now this idea of Opposition is applied to a continuous 
line : or to motion in a continuous line. If any point be taken 
as 0, then the part of the line on one side may be denoted by -f , 
and the part on the other side by — . 

Thus in a thermometer some fixed point is taken as 0, and 
degrees above that point are called +, and degrees below — . 

Now if the mercury passes from a certain number of degrees 
on either side of 0, to any number of degrees on. the other side, 
it is quite clear that in order to find the total number of degrees 
passed over, the degrees on both sides must be added together. 
That is the Negative degrees must be added to the Positive 
d^rees and not subtracted from them. 

The same idea is applied to Time in Natural Philosophy, 
which may be considered as motion in a continuous line. If any 
point in Time be taken, such as the present moment, or any fixed 
era, then this point is denoted by 0, and Time on opposite sides 
of this point will be denoted by opposite signs. Thus if we call 
Time, such as years, before this era +, or Positive, then Tmie 
after this point will be — , or Negative: and the successive in- 
tervab will be expressed thus — 

+ 5, +4, + 3, + 2, + 1,0, -1,-2, -3, -4, -5,.. 

"where the sign + merely means that the years it is affixed to 
were before the given era ; and the sign — means that the years 
it is affixed to were after a given era. 

It is quite clear that if we want to find the number of years 
between any event which happened some time before this era, and 
another event which happened some time after it we must add 
the number of years on both sides of 0. 

Thus if the birth of Christ be the given era, or 0, the years 
before Christ will be Positive and the years after Christ Negative, 
To find the number of years firom the foundation of Rome to the 
present time we must add together + 753 and — 1875 years, or 
2628 years altogether. 

12. As an illustration of the application of the Positive and 
Negative signs to Time, let us take an example which will be 
yexj useful in Economics. 
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A father's age is 40, and his son's 15, when was the father 
twice the age of the son 7 

Let X be the number of years before the present time| when 
the father was twice the age of the son — 

Then, 40 - a: = 2 (15 - a;) 
or, a: = — 10 

Now what does this Negative answer mean ? 

It means that the father never was twice the age of the son 
in Time past, which we have taken as Positive in the question. 
The epoch of his being twice the age of his son is to be found in 
Time opposite to the past : namely in Time Juture, He was not 
twice the age of his son 10 years ago : but he will he so 10 years 
Jience : as is very clear : for in 10 years the father will be 50 
and his son 25. 

Hence if any event be Positive which has happened in Time 
past^ the same event is Negative if it is to happen in Time 
future. 

13. These illustrations, which might be immensely extended 
by examples taken from every branch of Natural Philosophy, are 
sufficient to exemplify the doctrine which we have endeavoured 
tio explain that universally in Natural Philosophy the Negative 
sign—, does not mean Negation or non-existence, but Opposition, 
or Contrariety, and that Negative Quantities have as real and 
independent an existence as Positive ones, and are to be enu- 
merated separately and independently, as Quantities in that 
science, to find the totality of Quantities. In fact absolute 
Quantities have no sign at all : the Positive and Negative signs 
are only introduced when some idea of Opposition, Contrariety, 
or Inverseness occurs. 

14. But moreover Inverse or Opposite Operations may bft 
performed on these Quantities which are already affected with 
these opposite signs. And these Inverse or Opposite Operations 
are also denoted by the same signs + and — . And the com- 
bination of these opposite signs of opposite operations with the 
signs of opposite qualities affecting these Quantities, that is the 
combination of the signs of Affection and Operation give rise to 
the well-kno\vn Algebraical rules— 
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+ X + girea + 
+ X - „ - 

- X - . „ + 

- X + „ - 

These laws, which are universally applicable in Natural 
Philosophy, are equally applicable to Economics, and are alone 
capable of giving the solution of the Theory of Credit, which 
has hitherto been the opprobrium of the science. 

It will be found that there are Economic Quantities of In- 
verse or Opposite properties, and therefore, following the strictest 
analogy with Physical Science, we shall denote them by opposite 
signs: and also opposite Operations may be performed on these 
Opposite Quantities bringing into play the well knoi/rn Alge- 
braical rules, which will lead to consequences which may sur- 
prise some of our readers. 

Hence Algebra in general, and Commercial Algebra witli 
which we are at present concerned deals with Quantities and 
Operations. And whenever any of these Quantities, whatever 
their nature be, possess any Qualities whatever, or are affected 
by any relations of an opposite nature, they are distinguished by 
the opposite signs + and ^. 

Thus Time Past and Time Future ; and therefore Produ(?tB 
which have been produced in Time Past, and Products which are 
to be produced in Time Future : and consequently the Rights to 
these Products respectively : Active and Passive : Rights and 
Duties: may all be distinguished by the signs + and — . 

So among Operations : Adding and Subtracting : Creating 
and Destroying : Receiving and Paying : may be denoted by 
the same signs + and -. 

Hence if the Right to Demand £100 be denoted by + jfilOO: 
the Duty to Pay £100 will be denoted by —£100 : without any 
reference to any specific £100. 

15. The use of the terms Positive and Negative to denote 
opposition is very commonly used by Jurists as well as by 
mathematicians. 

Thus Ortolan uses the terms Positive and Negative Rights to 
denote Rights to acts and Rights to forbearances. 
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In its relation to a Right a Duty is N^ative. But Duties 
tliemselyes are termed Positive and Negative : as there is the 
Duty to do something and the Duty to abstain from doing some- 
thing. Hence we may say that in this case we have a Negative 
sign within a Negative sign, as we shall presently find will be 
the case in Economics. 

Arguing from these analogies in Mathematics and Law, we 
are quite at liberty in Economics to apply the terms Positive 
and Negative to Quantities and Operations of opposite qualities. 

16* We shall now shew the application of these principles 
to Economics. 

We have shewn that Property is a Right residing in the 
person. Now a man may have a Right to some specific actually 
existing thing, the produce of the past ; and he may also have 
the Right to receive things which will only come into his posses- 
sion at a future time, and some of which may not even come 
into existence till some future time. But each of these Rights is 
Property, and they may each be bought and sold : and therefore 
they are each Wealth. Consequently the totality of a man^s 
Wealth is the Sum of the two kinds of Property. Now following 
the ordinary analogy of Natural Philosophy, if we denote the 
accumulated products of his industry already realised by the 
sign + , and call them Positive, we may call the products which 
will only come into his possession at a future time by the sign 
~, and call them Negative. 

If we have some quantity like land which produces a series 
of products : and if we take the present time as tlie given era, 
which we denote by : then all the products which the land 
has produced in time past may be called Positive : and all the 
products it will produce in time future will be Negative. 

But although these products will only come into existence at 
& future time, yet the Property or Right, to receive them when 
they do come into existence is Present. Hence the total amount 
of Property in land comprehends the Right to the produce of the 
past, TOGETHER WITH the Right to the produce of the future : and 
as the Property in the produce of the past is Inverse, or Oppo- 
81T£, to the Property in the produce of the future, if we call the 
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former Positive, the latter will be Negative, strictly in accor- 
dance with the principles of Natural Philosophy. 

Now suppose that we purchase an estate in land for j£ 100,000: 
where is the Value of our money ? Does it consist in things 
which have a present existence? The veriest tyro would answer 
^-certainly not. Where then is the equivalent for the purchase 
money 7 

When we purchase an Estate in land we purchase the Right 
to the actually existing produce of land and labour, such as the 
houses, the timber trees, the crops on the ground, together with 
the Right to receive its annual produce for ever : a series of 
products which will only come into existence at definite intervals 
of time for ever. Thus Property in land consists of two per- 
fectly distinct parts : Property in the products of the past, and 
Property in a series of products of the future, say £3,000 a year 
for ever, which may be represented thus- 
Existing produce of land ( + ) together with —£3,000, 
—£3,000 -£3,000, &c. for ever. 

Where the Negative Sign means that the products will only 
come into existence at future definite intervals of time. 

But though the yearly produce of the land will only come 
into existence at future intervals of time, the Property, or Right, 
to receive them when they do come into existence is present, and 
may be bought and sold like a horse or a table. That is to say, 
each of these annual profits for ever has a Present Value : and 
the purchase money of the land is simply the sum of the Present 
Values of this series of future payments for ever. 

Now the Right to receive any, or any number, of these future 
profits is an Estate in land : and as the entirety of these Estates 
may belong to a number of different persons, we have the whole 
legal doctrines of Estates in remainder, in fee, in tail, in reversion, 
&c., with all their complications. 

Again although this series of future payments is infinite, a 
simple Algebraical formula shews that it has a finite limit. 
When the usual Rate of Interest is 3 per cent., the total Property 
in land is worth about 33 times its annual profit. Consequently 
if we buy the existing crop on the ground, only one part is Cor- 
poreal, the remaining 32 are Incorporeal. 
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Now when a purcbaser has bought land, it may be paid, with- 
out any very great metaphor, that it owes him a series of payments 
for ever : for he bought it merely in the belief of its capacity 
to produce future profits. Hence we may call this Right to 
receive the future produce of the land, the Credit of the land : 
and of course by the notation wo have adopted, it is Negative. 

Now a merchant, or trader of any sort, carrying on a profit- 
able business, is an Economic Quantity which bears in many 
respects a strong analogy to land. He may have accumulated a 
quantity of money, the fruits of his past industry : but over and 
above his accumulated money, he possesses his abilities, his skill, 
and experience, his character, his capacity in short, or expectation 
of earning Profits in the future, as he has already done in the 
past. Thus the Value of a man as an Economic Quantity, just 
as the Value of land, consists in the Property in the products of 
his past industry, together with the Property in the products of 
his future industry, which of course, are Inverse or Opposite, to 
each other. And as in the previous case if we choose for the 
sake of convenience to designate the one. Money, as Positive, 
we may for the sake of distinction designate the other as 
Negative. 

And there are two ways in which the merchant may trade : 
he may buy goods by exchanging some of his Property in money, 
or the fruits of his past industry : or he may buy goods by 
giving in exchange for them the Right, or Property to demand 
money at a future time which is to he earned by his industry. 
This Purchasing Power of buying with a Promise to pay instead 
of with actual money, is, as we have seen in popular language, 
termed Credit. And as Wealth is anything which has Pur- 
chasing Power, it evidently follows that Money and Credit are 
equally Wealth. 

But as we have already seen that Capital is any Wealth, or 
Economic Quantity, used for the purpose of Profit, Money and 
Credit may be equally used as Capital. 

But as we have already seen that Money and Credit are 
Inverse or Opposite to each other, Money may be called Positive 
Capital, and Credit may be called Negative Capital in strict 
conformity with the analogy of Natural Philosophy. 
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17. Now as far as we have gone, we have found the adapta- 
tion of the Negative Sign sufficient to explain the classification 
of Property. No one who has studied the Theory of the 
Negative Sign as developed by mathematicians within the last 
century, can fail to see that the designation of Property in the 
proceeds of ihe future by the Negative Sign, for the purpose of 
contra-distinguishing it from Property in the proceeds of the 
past is strictly analogous to its use in Physical and Mathematical 
Science. A man's Property in the future earnings of his own 
industry is as clearly a part of his Property, as his right to reap 
the produce of his own land. And he may sell and transfer 
or trade with, and make a Profit by, or make Capital of, the one 
as well as the other. 

But as we have observed this general Purchasing Power, or 
Credit, of the merchant does not enter into Economics until he 
actually does make a purchase, or effect an exchange with it ; 
and when he does so considerations of a somewhat complex 
nature arise : and we must describe the facts in order to see 
how they are to be classified. 

When a trader purchases goods with his Credit, or his 
Promise to pay, the goods become his absolute Property, just as 
if he had bought them with money. But exactly at the same 
instant that the Property in the goods is transferred to him, an 
Obligation, or Nexum, or Contract is created between the two 
parties, the buyer and the seller. There is created in the person 
of the seller, or the Creditor, the Right to demand payment for 
the goods at the agreed upon time ; and also there is created in 
the person of the buyer or the Debtor, the Duty to pay for them 
at the fixed time. 

This Contract, or Obligation, therefore, contains within 
itself the Right to demand and the Duty to pay : and as these 
two are manifestly Inverse or Opposite to each other, if the 
Htght to demand is Positive, the Duty to pay is Negative. For 
a Duty may manifestly be called a Negative Right, just as a 
Retarding force may be called a Negative Accelerating force. 
And here at last we have found the true meaning of the expression 
used by Mathematicians that Debts are Negative Quantities. 
Property is a Right, but Debt is a Duty. A Contract, therefore, 
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containB two opposite Quantities, the Right to demand and tLe 
Duty to pay : and as these are created simultaneously, can only 
exist simultaneously, and can only be extinguished simultaneously, 
they are closely analogous to Polar Forces. 

Now the error of Thornton, Cemuschi, Euler, Peacock and 
many others, consists in this, that they consider the Debt to be 
an actual specific portion of the Debtor's Money, or Groods, 
separated from his other property, and pledged to the Creditor. 
But this is a most important and fundamental error. The Debt 
as we have shewn already has been clearly pointed out in Roman 
Law, by Pothier, and many others, is the Personal Duty to 
pay money : and no doubt the Duty to pay at a future time ia 
created : but it is not a Debt in presenti : it is only a Debt in 
Juiuro : it is not a Debt or due until the period fixed for payment 
has come. And therefore until that period has come, it may be 
treated as absolutely latent, or non-existent. And even supposing 
that the Debt is payable on demand like a banker's Notes, it may 
be treated exactly in the same way, until the Notes are actually 
presented for payment. But the Right to demand, or the Credit, 
is the present Right, or Property, of the Creditor, which may be 
sold and transferred like any other goods and chattels, and there- 
fore it is "i?e«" '' Bonum'' '' Fecunia'' and « J/^ra:," and 
forms the siibject of a colossal commerce. And this Credit or 
Right can only be extinguished by being revested in the person 
of the Debtor from whom it originally emanated. 

Hence the true definition of Credit as an Economic Quantity, or 
an article of commerce, is the Present Right to a Future Payment. 

We shall now see the importance of the error we have just 
noticed. If a Debt were Money, or Goods, in the Debtor's 
possession, affected with the Negative Sign, and Pledged to the 
Creditor, of coiu'se if a man liad no money or goods, he could 
not be in Debt, and insolvent, because he would have no Money 
or Goods that could be affected with the Negative Sign, or be 
pledged to the Creditor. But the Credit and the Debt are 
nothing but a legal Bond between the two parties, and are 
nothing more than a Personal Right to demand and a Personal 
Duty to pay : a man may have no Money and yet be in Debt £100. 
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The Creditor's Bight to demand and the Debtor*8 Duty to pay 
exist quite irrespective of the i^t that he has any money or 
not. If the Debtor cannot pay his Debt the Creditor's Right 
may lose its Value : but that does not destroy its existence, nny 
more than a piece of Money would be annihilated, if placed in. a 
situation where it could not be exchanged, and therefore, where it 
would have no Value. Smith himself says that if a guinea could be 
exchanged for nothing, it would have no more Value than a bill 
upon a bankrupt : but that would not destroy its existence as a 
material substance. So also in like manner, the Debtor's inability 
to pay does not in any way destroy his Duty to pay. 

This Credit then being Property may be sold, exchanged, 
bequeathed, or presented as a Donation to any one, precisely like 
any other merchandise or like Money. 

Hence by our very definition a Credit is Wealth. But 
the Debt is not Wealth, for it cannot be sold. Many persons 
would buy the Right to demand ^100, but no person would ever 
dream of buying a Duty to pay £100. So far as regards 
Economics, or the Science of Exchanges, the Duty to pay is an 
absolute nullity : it is not a subject of sale or exchange. It in 
no way impedes the Debtor's Hight to sell any money or goods 
he may possess ; and it in no way prevents the Creditor from 
selling his Hight : hence it is to be entirely neglected as an 
Economic Quantity : what its real effect is we shall see presently. 

Now let us suppose that a Debtor owes £100, and is utterly 
insolvent. Then his Property is represented by —£100 t.e. the 
Duty to pay £100. The Creditor's Right is of course represented 
by +£100. Suppose that the Creditor presents the Debtor with 
his Right to demand as a Donation, as he may do to anyone else 
or to him. Then the Debtor has now in his own person both 
the Duty to pay £100 or —£100, and the Right to demand £100, 
or +£100: his Property is 4ihen -£100 +£100: these two 
opposite Quantities, of course, cancel each other like + a and — a 
on the same side of an Equcition ; the Contract or the Obligation 
is extinguished : and the Debtor is now freed from his Debt. He 
is now £100 richer than before, though his Property is now = 0. 
And it is quite clear that this result has been obtained, — not by 
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changing Money owed into Money possessed, as Peacock mjB, 
because there has been no Money at all in the case — ^bnt by the 
Gift or addition of a Positive Quantity which cancelled the 
Negative Quantity, and annihilated the existence of both 
Quantities. Like Polar Forces they were created together and 
they vanish together. 

18. Hence it must be carefully observed that in Economics 
both Money and Credit, both the possession of actual Money and 
the Bight to demand Money from some one else are denoted by 
+ £100 : but — £100 means solely the Duty to pay money : and of 
course it is only the Eight which can cancel the Duty. The 
possession of Money can never cancel the Duty to pay it : for 
then, of course, no Debtor would ever be bound to pay his Debts. 
Hence it must be carefully observed in what case + £100 will 
cancel— £100 in Economics. It 7iever does so when +£100 
denotes actual Money : nor will it do so when the +£100 
denotes a Eight against any other person than the Debtor 
himself: because a person may hold another person's acceptance, 
and yet be under an Obligation on his own acceptance. It is 
only in the case in which his own Creditor transfers to him the 
Eight of action against ^i7wseZ/*that + £100 can cancel the —£100, 
and simultaneously annihilate the existence of both Quantities. 
This consideration which the slightest reflection on the ordinary 
facts of the system of Credit will shew to be obviously true, ia 
of the greatest practical importance. 

Hence we see that the Eelease of a Debt is exactly equivalent 
to a Gifl of Money, or to Payment. 

This doctrine, which is expressly laid down in Eoman Law, 
and is enforced by all Jurists, is of the greatest importance in 
commerce : but we must reserve its fuller consideration imtil wo 
come to the extinction of Obligations, or Credit. 

19. We shall now shew the strict propriety of calling Money 
and Credit Positive and Negative Capital. 

We have already shewn that the true character of Money is 
that it is a Eight to a future payment ; and numerous Eco- 
nomists have said the same thing. Money is a Eight, but Debt 
is a Duty. And this exactly corresponds with the common 
Algebraical doctrine that Quantities passing through 0, change 



CBEDIT IS NEOATIYE CAPITAL. 97 

their sign. Because when a man has spent all his Money, his 
Property being then 0, and then rana into Debt, he has ex- 
hausted all his Bight to demand ( + ) and has incurred a Duti/ to 
pay (-). 

Now a merchant's Purchasing Power consists of his Money 
AND his Credit. But he cannot purchase with bis Credit without 
incurring a Debt : that is without incurring the Duti/ to pay for 
the goods he buys with his Credit. 

If he buys goods with Money and sells them again with a 
Profit, he first replaces the Money he laid out, and the surplus is 
his Profit 

If he buys goods with his Credit, and sells them as before, 
with a Profit, he discharges the Debt he has incurred, and the 
surplus is his Profit. 

In either case his Profit consists in the excess of his Property 
at the end of the operation above what it was at the beginning. 

If he trades with Money, he makes Capital of the realised 
Profits of the past : if he trades with Credit, he makes Capital of 
the expected Profits of the ^^t^re. In both cases he makes Pro- 
fits : hence by om: definition both Money and Credit are Capital: 
but as they are Inverse and Opposite to each other if Money is 
Positive Capital, Credit is Negative Capital. 

By a somewhat curious coincidence of thought the early 
Algebraists, not comprehending the meaning of Negative roots of 
equations, called them fictitious roots. Thus in the problem we 
gave of the father's and son's ages, the answer came out Negative^ 
which merely shewed that the question should have been stated 
in the opposite way to which it was done : and it should have 
asked, when the fiither's age would be twice that of his son, in- 
stead of when it had been : and therefore as the Positive sign in 
that problem meant past time the Negative sign meant future 
time. But this root though Negative is equally a real root of 
the equation as the Positive one. So also many writers seeing 
the efiects of Credit, call it fictitious Capital, and Money real 
Capital. But the fiu)t is that, like the Negative, or fictitious, 
root of the equation, it is equally real as the Positive root, only 
inverse or opposite to it. Credit merely makes Capital of future 
Profits. 

H 



^ 
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20. It is a matter of confliderable interest to discoYer what is 
the proportion which Money and Credit bear to each other in 
modem commerce. The difficulties, however, which prevent 
private inquirers from arriving at any reliable information are 
very great, and those opportunities which are presented by Par- 
liamentary inquiries into Commercial Crises are very rarely made 
use of for any but their immediate purpose. In the Report of 
the Committee, however, of the House of Commons on the crisis 
of 1857, there occurs an interesting statement by Mr. Robert 
Sister. Having analysed the operations of his house for 1856 
he gave in the following statement as shewing the proportions in 
which each miUion of payments and receipts were made in 
money, bank notes, and other Instruments of Credit — 

Receipts. 

In Bankers' Drafts and Mercantile Bills of Exchange £ £ 

payable after date ..... 533,596 

In Cheques on Bankers, &c, payable on demand • 857>715 

In Country Bankers' Notes .... 9,627 



In Bank of England Notes .... 68,554 

In Gold ....... 28,089 

In Silver and Copper . . . • • 1,486 

In Post Office Orders ..... 933 



900,988 



99,062 



£1,000,000 



Payments. 



By Bills of Exchange payable after date • . 302,674 

By Cheques on London Bankers . • . 663,672 



By Bank of England Notes .... 22,743 

By Gold ...... 9,427 

Bj Silver and Copper • • • • • 1,484 



966,846 



33,654 



£1,000,000 



Here we have it shewn that in this great house which there 
is no reason to suppose we may not consider a fair representative 
of commerce in general, gold and silver only entered into the 
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receipts to the extent of 3 per cent, and Bank of England Notes 
to the amount of about 7 per cent. ; the remaining 90 per cent, 
being entirely in Credit. Of the payments, gold and silver were 
only 1 per cent, and bank notes 2 per cent. : the remaining 97 
per cent, being effected by mere Credit. In Scotland specie 
enters even in a ^ less degree into payments. This may give 
some idea of the stupendous power of Credit in this country. 



On the Tbansfbb of Cbedit or Debts. 

• 

21. Many persons when they see that a Bank note is transferred 
from hand to hand like a piece of money, might think that any 
other Debt might be sold or transferred with equal facility. 
Nevertheless there is considerable subtlety about the sale of 
Debts, or Rights of action, and it was only on November 1, 
1875, that it became legal in England for a Creditor to sell his 
Debt without the consent of his Debtor, so as to enable the 
Transferee to sue in his own name. We will give a short sketch 
of the rise and progress of the power of selling Debts. 

Property is of two kinds — 

1. Property in a specific chattel {jus in re) without being 
related to any one else, called also Dominium, When a person 
has such a sole and exclusive Eight in a thing he may sell or 
transfer it to any one else, in any way he pleases. Money is 
subject to this sort of Property : and hence a man may freely 
sell and transfer his own money, or any other chattel. 

2. Property held in Contract or Obligation (jus in personam); 
where a person has a Eight, but in connection with, or relation 
tO| some one else. 

But Property held in Contract is of two kinds — 
(a.) Where each party has Eights to receive and Duties to 
perform : such as the Nexum^ or Obligation, between Lord and 
Vassal in feudal law : or that between Master and Servant at the 
present time. This is termed a Bilateral, or Synallagmatic, 
Contract. 

(6.) Where there is only a Eight to receive on one side and 
a Duty to perform on the other : such as the relation between 

H 2 



100 THE ELEllENTS OF BANKING. 

Creditor and Debtor, or Landlord and Tenant in modem tiines. 
This is called a Unilateral Contract. 

Now, formerly it was held uniyersally that wherever Pro- 
perty was held in Contract of either sort, neither party could 
substitute another person for himself, at his own will and 
pleasure, and without the consent of the other party to the 
contract. 

This rule must manifestly hold good in all Bilateral Con- 
tracts : because, as each side has a Duty to perform, of course 
the person who has that Duty to perform, cannot substitute any 
one else to perform it, without the consent of the other party. 

Thus so long as the feudal law retained its pristine rigour, 
neither the Lord nor the Vassal could substitute any one else for 
himself without the consent of the other party. So in the case 
of Master and Servant at the present day : a master cannot 
transfer his household to any one else without their own consent, 
as if they were cattle or slaves. Neither can a servant sub- 
stitute any one else in his place without his master's consent. 

The same principle originally held good when the Contract 
was unilateral, as in the case of Creditor and Debtor. The 
Creditor could not transfer his Kight of action against the Debtor, 
because the Debtor never agreed to pay any one except his own 
Creditor. It is a rule of law and of common sense, that no man 
can contract for another without his consent. Unless, therefore, 
the Debtor had agreed with the Creditor that he might transfer 
his Bight, the Creditor had no power to guarantee his Trans- 
feree that the Debtor would pay him. 

But, nevertheless, though this may be true in theory, the 
party in an Obligation of this form who has the Right to demand 
soon begins to insist upon the power of transferring this Right, 
like any other Property. And there is a very good reason for 
this. For in the Obligation, or Contract, of Debt, there is mani- 
festly a strong distinction between the two parties, the Creditor 
and the Debtor. The Debtor cannot substitute another Debtor 
for himself, because the Creditor may not have the means of 
knowing the solvency of the substituted Debtor. Therefore by 
the very nature of things, the consent of the Creditor is indis- 
pensable to the substitution of a new Debtor. As for instance 
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no one can compel his Creditor to take payment of a Debt in the 
notes of a country banker. But the case of the Creditor is 
different. If a person really owes a debt and has the means of 
paying it, it cannot make the slightest difference to him, whether 
he pays it to A or to B, provided he can get a discharge for it, 
and is not called upon to pay it twice over. Hence it is evident 
that whilst the assignment of a new Debtor might seriously pre- 
judice the Creditor, the assignment of a new Creditor can be no 
real prejudice to the Debtor. 

The Romans did not till a very late period adopt the practice 
of recording the evidence of Debts in written documents, the 
delivery of which is equivalent to the delivery or transfer of the 
Credit itself. 

Accordingly if the transfer of a Debt was to take place it 
was necessary for the three parties the Creditor, the Debtor and 
the Transferee to meet together, and then tliey agreed before 
witnesses that the Creditor might transfer his Right against the 
Debtor to the Transferee. When this was done the Creditor 
was discharged from his Debt to the Transferee, and at the same 
time he discharged the Debtor from his debt to him. The con- 
tract established between the Transferee and the original Debtor 
was termed a Novatio, and the assignment of the Debtor to the 
Transferee as a new Creditor was termed Delegatio. When this 
transaction was completed the Transferee might sue the Debtor 
in his own name, as there was now a privity of contract between 
them. 

But the Creditor could not transfer his Debt to any one else 
without the consent of the Debtor, because he could not under- 
take that the Debtor should pay it 

In early Roman times no one could sue as attorney for 
another. But in process of time this rule was relaxed, and 
parties were allowed to be represented by attorneys. The Trans- 
feree of a Debt was then allowed to sue as the attorney of the 
Transferor. 

But in the year 224 a.d. the necessity for this formality was 
abolished and by a Constitution of the Emperor Alexander 
Severus, the absolute freedom of the sale of Debts without the 
knowledge and consent of the Debtor was recognised and 
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allowed. And since that time a Debt was as freelj saleable as 
anj other chattel by the general Mercantile Law of all Europe. 

This clears up an obscurity about the law of Bills of Ex- 
change. It has sometimes been doubted when Bills of Exchange 
were made transferable, as there are no words of transferability 
in the earliest specimens of bills which remain. But the &ct is 
that they required no words of transferability ; they were so by 
the general law of the Roman Empire. 

The rule of the Common Law of England with respect to 
the transfer of Debts was exactly the same as that of Home. A 
Creditor could not transfer his Right to any one else so as to 
enable the Transferee to sue the Debtor in his own namCy with- 
out the consent of the Debtor. But if the parties met and 
agreed to the transfer of the Debt, then the Transferee might sue 
the Debtor because there was a privity of contract between 
them. It was also held in a series of decisions extending from 
the reign of Edward III. to William III. that if a Debtor, or 
Obligor, gave a written instrument made transferable to assignees, 
then that the Creditor might transfer this instrument to any one 
else, and that the Assignee might sue the Debtor in his own 
name. 

If, however, the Creditor transferred his Right without the 
consent of the Debtor the Transferee could not sue in his own 
name, but he might sue in the name of the Transferor. 

Equity however adopting the law of the Pandects of Justinian 
always allowed the Creditor to transfer his Right to any one else, 
and would compel the Transferor to allow the Transferee to sue 
in his own name ; or if that was not possible for any reason, it 
would allow the Transferee to sue in his own name. 

Such was the state of the Law until the passing of the 
Supreme Court of Judicature Act in 1873, which enacted that 
from the date of the Act taking effect, the Rules of Equity should 
prevail over the Rules of Common Law wherever they conflict 
This Act came into operation on the 1st November, 1875 ; on 
which day the sale of Debts became absolutely free in England, 
and thus the Law of England is now the same as has been tk^ 
Law of all Europe since the Constitution of Alexander Sevcrii^ 
ill 224 A.D. 
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Upon Instbuments of Cbedit. 

22. Credit, or Debt, then being an Exchangeable Hight, or 
an Economic Quantity, a Commodity or Merchandise, which may 
be bought and sold, cannot of course, in that form, be the subject 
of manual delivery. The Greeks hit upon the plan of recording 
this Right upon a material, and when this was done, the Eight 
itself was capable of manual delivery, like any other Chattel. 

When the Right is recorded on paper, this paper is in English 
Law termed an Instrument, and it must be observed that in this 
case the word Instrument bears a technical meaning which is 
often overlooked. 

The word Instrument has two meanings which are often not 
distinguished. Sometimes it means a tool, or means, or implement 
by which something is effected. Thus, Smith speaks of money 
as " the great instrument of exchange " or " instrument of com- 
merce." But also Bills and Notes are often spoken of as '^ In- 
struments," or as " Instruments of Credit," or " Instruments of 
Debt." 

Now it must be carefully observed that in the expressions, 
" Instruments of Credit " and " Instnmients of exchange," the 
word Instrument has two distinct meanings which are oft^n 
overlooked. 

In " Instruments of Exchange " it signifies the means by 
which circulation or exchange is effected. In '^ Instruments of 
Credit " it means a Record, or Document, of the Debt 

In Roman Law the word Instrumentum means any evidence, 
whether oral, or written, by which the Court or a Judge is in- 
structed as to the merits of the case, or informed of a fact. In 
English Law however it is restricted to written evidence, and 
thus it is exactly equivalent to the word Document, which is any 
^ting which teaches or informs the Court of a fact. It means 
"imply a written record. 

This meaning is very common in English : thus out of in- 
flumetable examples we may quote from Hallam — "is abundantly 
'^^^fest by the instniments of both the kings " — " by mutual 
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instruments executed at CSalais." Thus in these cases the woird 
instrument means a Document, or Record. 

Hence an Instrument of Credit or Debt, means any written 
evidence of a Debt : and in Courts of Law and l^;al treatises 
these documents are invariablj termed instruments. 

Instruments of Credit are of four forms. 

1. Orders to pay money. 

2. Promises to pay money. 

3. Credits in banks, termed Deposits. 

4. A mere acknowledgment of a Debt usually called an 
LO.U. 

Many persons feel a difficulty in admitting such things as 
Bank Notes and Bills of Exchange to be Wealth, seeing that they 
are but so many pieces of paper. But it must be observed that 
it is not exactly the Paper Document which is Wealth — that is 
only the evidence or the Record of the Right : it is the Right 
itself which is the Economic Quantity or Wealth : it subsists 
and may be exchanged quite independently of any paper, and 
even if the paper is destroyed, the Right is not destroyed : it 
may be written on a fresh piece of paper. So many persons are 
somewhat startled at calling so many figures in a banker^s ledger 
Wealth. But these figures are merely the evidence of the Rights 
which exist in the persons of the customers of the banker, and 
they may be put into circulation at any moment by means of 
Cheques. These Deposits, therefore, or Credits in bankers* 
books, are m real effect so many Bank Notes, and if one be ad- 
mitted to be Wealth the other must be so too. They are each of 
them nothing but Transferable Rights of action. 

These written Documents of Debt are often termed Instru- 
ments of Credit, and also Negotiable Paper : but the former term 
is far preferable because, since Bills of Lading and Dock Warrants 
have been made negotiable — ^like Bills of Exchange — ^they are 
included in the title of Negotiable Paper. We have pointed out 
the iiindamental distinction between these two classes of paper 
documents, which is of the greatest consequence in Economics : 
and it can only lead to confusion to class under one denomina* 
tion documents of such distinct natures : for as we have shewn 
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Bills of Lading and Dock Warrants are not of the nature of 
Credit at all. 

Instruments of Credit are in two forms. When a Creditor has 
a Bight of action against a Debtor it may be recorded in two 
ways. 1. It may be in the form of an Order from the Creditor 
to the Debtor to pay him, or any one else he may name. 2. It 
may be a Promise emanating from the Debtor to pay his Creditor 
or any one else he may name. 

On Bills of Exchange and Pbomissobt Notes. 

23. In its most general form a Bill of Exchange is a letter 
from a Creditor to his Debtor, ordering him to pay (1st) a cer- 
tain sum of money : (2nd) to a certain person : (3rd) at a certain 
event. 

The definition of a Bill of Exchange usually given is essentially 
defective : because it is usually said to be an Order from A to B 
to pay C, or order, a sum of money. Now it is true that all 
Bills of Exchange are Orders to pay money, but all Orders to 
pay money are not Bills of Exchange. 

It is essential to the nature of a Bill of Exchange that it 
should be addressed to the person who owes the money as a 
Debtor. If the order be addressed to a person who merely holds 
the money as a Depositum, as a Bailee, Trustee, Agent, or 
Servant of the writer, it is not a Bill but a Draft : and there 
are most important Economic distinctions between the two In- 
struments. 

The usual form of a Bill of Exchange is as follows — 

£287 .15.8. London, May 4, 1875. 

Three months after date pay to myself (or A. B.) or order^ 
the sum of Two hundred and eighty seven pounds fifteen shillings 
and eightpence for value received. 

William Smith* 

To Mr. John Cox, 
Linendraper, 

Strand, London. 
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The Creditor who addresses the letter is termed the Drawer: 
the Debtor to whom it is addressed is termed the Drawee : and 
the person to whom it is to be paid is termed the Payee. 

It is the payee^s business^ on the first convenient oppQrtimiij 
after he has received the letter to present it to the Drawee to 
know if he will pay it. If he agrees to do so it is usual for him 
to write his name with the word " accepted ^ across the &ce of 
the Bill : he is then termed the Acceptor. 

The drawer may make the bill payable either to himself or 
to his order : or to a third person or to his order. If it were 
made payable to the drawer only, or to a third person only, with- 
out inserting the words " or order," the bill before the recent 
statute, coidd only be paid to the person named, and could not 
be transferred to any one else 'so as to enable him to sue in his 
own name — that is it could not be Negotiated, as it is termed. 
Such Instruments were said to be Non-Negotiable: whereas 
Instruments made payable to the Payee, or order, were said 
to be Negotiable, because they might be transferred to any one 
else. 

But this distinction is now abolished : any Bill, whether made 
payable to order or not, may be freely transferred, and the 
presentation of the Bill to the acceptor for payment is a sufficient 
notice to him of the transfer of the Debt. 

When the words '* or order " were inserted after the Payee's 
name he was obliged to signify this order by writing his name on 
the back of the Bill : hence it is called an Indorsement : the 
person who does it is called the Indorser : and the person to 
whom it is delivered is called the Indorsee. 

The Indorsee may^ if he pleases, indorse it again to some one 
else ; and if he makes it payable to that person only, it is called 
a special indorsement, and can only be paid to him : but if he 
delivers it over to the Indorsee simply with his name written on 
the back, it is called a general indorsement, or an indorsement 
in blank. Its effect is to make the bill transferable by mere 
delivery, without any further indorsement, exactly like a bank 
note or money, and the bill is then payable to bearer like a 
bank note. 

Formerly indorsement was in all cases necessary to transfer 
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the property in a Bill or Note : but this has long ceased to be 
the case in English Law. It became the custom of merchants 
in England, which has long acquired the force of Law, that any 
Instrument of Credit indorsed in blank may be transferred by 
simple delivery without any further indorsement. 

It is however still the custom to indorse them on a transfer — 
at least there are very few persons who would take them without 
indorsement. And the effect of the indorsement is this — that if 
the bill is not paid by the acceptor at maturity, and if the owner 
or holder of it gives immediate notice to any or all of the pre- 
ceding parties to it, he has the right to enforce payment of it 
from them. 

But this demand for payment must be made without delay, 
in almost all cases within 24 hours afler the fact of non-pay- 
ment is known to the holder. If delay be made in notifying 
the fitct and demanding payment from the parties liable, they 
are absolved, and the holder's remedy is gone. 

Thus in modem practice, the indorsement is merely a limited 
warranty of soundness. There is no other difference between 
buying goods or money with a bill, with or without indorsement, 
than between buying any other such article as a horse, a watch, 
or a carriage, with or without a limited warranty. It is in all 
cases a Sale. In the case of a bill taken without an indorsement, 
or a horse bought without a warranty, the sale is final and 
conclusive : in the case of a bill taken with an indorsement, or 
a horse bought with a warranty, the sale may be cancelled if the 
defect be discovered, and the demand made within the time 
limited, otherwise it is also final and conclusive. 

The general rule of English law now is that if any Instru- 
ment of Credit whatever, whether it be a Bank Note or a BiQ of 
Exchange, be taken in exchange for goods or money in any 
transaction without indorsement : or if the period allowed for 
making the claim in the case of an unpaid bill be suffered to 
elapse, it is a final closing of that transaction, and the receiver 
has no remedy against the transferor, i£ the instrument is not 
paid. The payment is, in fact, in all respects as valid and final 
as if it were money. 

Except only in the case of fraud, where the payer knew that 
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the banker, or person, whose Note or Bill he tendered was 
bankrupt or insolvent. 

It is usual in English bills to insert the words '^ for value 
received," but it is not necessary. In a recent case it was said 
that they have no more meaning than '' your obedient servant " 
at the end of a letter. 

A Promissory Note is an absolute Promise to pay (1st) a 
certain sum of money : (2ndly) to a certain person : (3dly) at a 
certain event. It is usually expressed thus — 

£143.4.9. London May 4th 1875. 

Hiree months after date I promise to pay John Stiles^ or order, 
the sum of one hundred and ft)rty three pounds four shillings 
and ninepence, for value received. 

TiMOTHT Gibbons. 

In this case Timothy Gibbons is called the Maker of the 
Note and John Stiles the Payee, 

Promissory Notes were in reality by the Common Law of 
England as valid as Bills of Exchange, in fact formerly it was 
quite as usual to draw Bills. of Exchange in the form of Promises 
to pay as in that of Orders to pay. This however escaped 
observation, and a strange idea took possession of Lord Holt and 
the Court of King's Bench in 1691-1704 that Promissory Notes 
were not recognised by the Law Merchant and the Common 
Law : in consequence of these decisions the Act, Statute 1704, 
c. 8, was passed placing Promissory Notes exactly on the same 
footing as inland bills of exchange, that is making them transfer- 
able by indorsement on each separate transfer. 

In the case however of Bank Notes (by which in Law is 
always meant Bank of England Notes), as these were always 
payable on demand, and the payment was quite secure, the 
practice of indorsement soon fell into disuse, and they passed from 
hand to hand like money. In the case of private bankers of 
good credit the indorsement was often omitted. But though 
the ceremony of indorsement was omitted as superfluous, that in 
no way altered the character of the Instrument, and the 



ON THE EXTINCTION OF CREDIT. l09 

xeceiyer of the Note took it entirely at his own peril, and ran 
exactly the same risk as if he took any other Instrument of 
Credit without indorsement 

On BanJcmg Instruments of Credit 

24. The BiUs of Exchange and Promissory Notes just 
described may be called Commercial Instruments of Credit, 
because they arose out of the transactions of merchants. The 
introduction of Banking into England gave rise to two new forms 
of Paper, which may be called Banking Instruments of Credit. 

The essential nature of " banking " is, as we shall shew here- 
after, to buy Money and Conunercial Debts by creating Credit, 
or Debt payable on demand. When a customer had so much 
Credit at his account, the Banker would if he wished it give him 
a Promissory Note payable to bearer on demand, or at such 
other time as might be desired ; this is called a Banker^s Note. 

Or the customer might write a note to his banker desiring 
him to pay any sum at his Credit to any one or to bearer on 
demand or at such other time as he named. This was formerly 
balled a Cash Note, but is now called a Cheque. 

On the Limits and Extinction of Credit. 

25. Ill the preceding sections we have clearly shewn that 
Credit is the name of a certain species of Incorporeal Property, 
which is of the same nature as, but inferior in degree to. Money : 
and that it fulfils exactly the same functions as Money as a 
Medium of Exchange, or Circulation : also that it is Properly 
cumulative to Money : that is, it is over and above, or additional 
to, the quantity of Money in use. In the following chapters we 
shall exhibit the actual mechanism of the System of Credit, and 
shew how it is the great productive or circulating power of 
modem times. Credit in &ct is to Money what Steam is to 
water : and like that power, while its use within proper limits 
is one of the most beneficial inventions ever devised by the 
ingenuity of man, its misuse by unskil^ hands leads to the 
most fearful calamities. Credit like steam has its limits ; and 
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we have now to investigate the proper Limits of Credit, and the 
varions methods by which it may be extinguished. It is 
Unextinguished Credit which produces those terrible monetary 
cataclysms which scatter ruin and desolation among nations. It 
is by the excessive creation of Credit that over-production is 
brought about, which causes those terrible catastrophes called 
Commercial Crises : and the inability of Credit-shops to extinguish 
the Credit they have created— commonly called the ^ilures of 
Banks — is the cause of the most terrible social calamities of 
modem times. 

The true Limits of Credit may be seen from the etymology 
of the word. Because all Credit is 2l Promise to pay something in 
future. And that " something," whatever it be, is the Value 
of the promise. That something need not be Money. It may 
be anything else. The practice of interest, or usury, was in force 
before the invention of Money. It may be a promise to do some* 
thing. As an example of this we may take a postage stamp, which 
is a promise by the State to carry a letter. And this service is the 
Value of the stamp. Now every one knows that a postage stamp is 
a valuable thing. It passes currently as small change. People 
take postage stamps as equivalent to pence, because they often 
wish to send letters by the post. Postage stamps are Credit : and 
the regulation that they may be converted into money at any post 
office makes them in all respects part of the Currency of the 
country. They are in fact Id. notes. 

The only real difficulty in the case is to comprehend that 
the abstract " Promise to pay " is independent exchangeable pro- 
perty, quite distinct from the thing itself; and it may circulate in 
commerce, just the same as the thing itself. Every one can see 
the truth of tliis by his own experience who sees Bank Notes, 
Cheques, Bills of Exchange &c. circulating to the amount of 
hundreds of millions, and performing the functions of Money. 

But of course, it is manifest that the Value of the Promise 
is the Thing itself: and consequently if the thing itself fails, the 
Promise has lost its Value. This consideration, therefore, at 
once indicates the Limit of Credit. Assuming Credit to be, 
what it is in its best known form in this country, the Promise to 
pay money, it is quite clear that every future payment had 
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a Present Value, Consequently whenever tbe possession of 
Money at a future time is actually certain, the Bight to receive 
it is an exchangeable Property, which may be bought and sold. 

Commercial Credit, however, does not rest upon so solid a 
basis as the certainty of being in possession of Money, for then it 
would be as safe as Money itself, and losses would be unknown. 
It is baaed upon the expectation of receiving Money at a certain 
time. A trader buys goods, and gives his Promise to pay money, 
upon the reasonable expectation that he will be able to sell them 
for Money before the bill becomes due : or at least that he will 
be in possession of Money before that time. That is he produces^ 
or brings and offers them for sale, in the hope that they will be 
consumed or bought. If he brings forward for sale more of 
any species of goods than is suitable to the circumstances of the 
time, so that they cannot be sold at all, or if they are obliged 
to be sold at a lower price than they cost, that is over-production. 
He must then pay his Bills out of any other means that he may 
possess, and if he has no other means he is ruined. 

In times of great speculation, and great fluctuation of prices, 
there is an exceeding danger of over-production by means of 
Credit, especially by that abuse of it called Accommodation 
Paper, which we shall describe hereafler. A new channel of 
trade is opened perhaps, and the first to take advantage of it 
make great profits. Multitudes of others, hearing of these 
great profits, rush in, all dealing on Credit. The market is over- 
stocked, and prices tumble down, and the Credit created to 
carry on these operations cannot be redeemed. Not only are 
the speculators ruined, but also frequently the Banks which 
created Credit by discounting these bills. 

Tbe institution of Banks and Bankers who create Currency 
by means of their Credit, either in the form of Notes, or 
Deposits, gives a great extension to the Limits of Credit. But, 
nevertheless the Principle of the Limit remains the same. The 
increased quantity of Currency they can issue by means of their 
Credit, enables them to lower the Eate of Discount. These 
Bank Credits take the place of Money, and serve the purposes 
of Money, for all internal transactions. When a banker has 
created these Credits, or Debts, by buying Commercial Debts, 
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those who are indebted to the banker must obtun a sofficiencj 
of Money, or of other bankers' notes, or of the Banker's own 
Notes, or Credit, to discharge their Debt. If this be done the 
Credit has been sound: payment in all these forms being 
absolutely equivalent. Hence we see that Credit is never 
excessive, no matter what its absolute quantity is^ so long as it 
always returns into itself. 

On the Extinction of Ckedit or Debts. 

26. We have now to consider the various methods by which 
Credit, or Debt, is extinguished. Credit being the Bight to 
something to be paid or done, of course the Payment or the 
Performance of the thing promised extinguishes the Credit^ or 
Debt. Commercial Credit in this country is always expressed 
to be payable in money : and it is often supposed that Bills of 
Exchange are always paid in money. But there are several 
methods by which Credit is extinguished besides payment in 
money. And in this country the quantity of Bills of Exchange 
which are paid in money is infinitesimal compared to those paid 
in other ways. We have now to examine the various methods 
of extinguishing Obligations : these are — 

1. By Belease, or AcceptUatton, 

2. By Payment in Money. 

3. By Benewal, Transfer, or Novation^ 

4. By Set off, or Compensation. 

On Selease or Aoceptilation. 

27. Euler, as have seen above, says that if a man has 
nothing in the world and even owes 50 crowns it is certain that 
he has 50 crowns less than nothing. He also says that if any one 
makes the Debtor a present of 50 crowns to pay his Debt, he 
would still be only at the point 0, though really 50 crowns richer 
than before. 

Euler is right so &r ; but as we observed he has only stated 
half the case: because the same result may be attained in 
another way. 
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Suppose liifi Creditor Beleases him from his Debt, his Propertj 
would then = 0, and he would also be 50 crowns richer than 
before. 

Hence this example shews that the Release of a Debt is ex- 
actly the same thing as a Grift of Money, A principle of great 
importance in commerce. 

So it is said in the Digest — " He gives a profit to another who 
&ees him from an obligation : he who is freed is made richer, 
although nothing is truly added to him : yet he is richer in this 
that nothing is taken away from him." 

And also — " He who is freed from an obligation seems to 
have gained something." 

So Pothier says — " A Release is a Donation." 

So also Ortolan — " The Release from a Debt is always classed 
as a Donation in Roman Law." 

So Von Savigny — " A simple contract or the Release of a 
Debt may be the subject of a Donation." 

" The increase of Wealth may result from a Credit given to 
the Debtor, or the Release of a Debt." 

" Every Release of a Debt enriches the Debtor. The amount 
of the Donation is always equal to that of the Debt, even though 
the Debtor is insolvent. Although the Release from a Debt 
destined never to be paid seems a thing of no consequence, the 
augmentation of Property does not the less exist. In effect not 
only does Property represent a quantity always indeterminate, 
but its total Value also can either be Positive, or Negative, 
[Negative Property is a Negative Right i.e. a Dutt or Debt], 
If, then, Property is reduced to a Negative Value, the diminution 
of minus is, in Law, a change identical with the increase of plus 
for a Positive Value." 

" The Release of a Debt always constitutes a Gift equal to 
the amount of the Debt, even though the Debtor is insolvent." 

This vesting of the Right to demand and the Duty to pay in 
the same person was called Confusio in Roman Law. 

How Confusio extinguishes a Debt has given rise to much 
subtle speculation, and for centuries has puzzled Divines and 
Jurists. For the Divines alleged that a Right once created can- 
not be destroyed ; and the Jurists said that the Right being trans- 

I 
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ferred to the Debtor, he caxmot sue hjmflelf, and, therefore, the 
Debt is extinguished. 

This explanation, however, is not Batis&ctory, because in 
many cases a man can sue himself. He maj fulfil two characters; 
and in one character he may sue himself in another character. 
And moreover, this would shew only that the Right was in abey- 
ance not that it was extinguished. And Jurists have shewn that 
there are cases in which the Right and the Duty have afterwardB 
separated, although they have vested in the same person. The 
considerations however we have presented will give a complete 
solution of the case. 

The Release of a Debt may take effect in two ways : either 
as the Creditor agreeing to destroy his Right ; in which case the 
Duty is destroyed with it : or else as the Gift or Transfer of hifl 
Right by the Creditor to the Debtor. The practical result, of 
course, is the same either way, and the operations may be ex- 
hibited thus. 

Of course Creating and Destroying being Inverse Operati(»u 
may be represented by + and — . Hence to Create a Debt may 
be denoted by + (— £50). 

Debts are always created by an exchange. Suppose that a 
man incurs a Debt of £50, by borrowing £50. As it is a 
Mutuurriy the £50 become his Property ; but at the very same 
time is created the Duty to pay them ; ^consequently his Property 
will be represented thus— £50 + (— £50), or £50 — £50, i.e. he 
possesses £50, but also coupled with the Duty to pay £50. 
Suppose he wastes or spends the £50 : he will then be in Debt 
£50, or his Property will be — £50. 

Now if to Create a Debt be denoted by + ( — £50) llien of 
course to Destroy or Cancel a Debt will be denoted by — ( — 
£50). 

But -(-£50) = + £50. 

Which shews that to Cancel a Debt is exactly the same thing 
as to make a Gift of so much money. 

If therefore the Creditor releases or cancels the Debt of £50, 
then the Debtor's Property is — ( — £50) or + £50. That is he 
is now £50 richer than he was before, though his Property is 
now = 0. 
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Let us now take it the other way. The Credit or Right of 
action, being a Chattel, Groods, or a Commodity, may be the sub- 
ject of a Donation, or Gifl, exactly like any other Chattel, or 
Goods, or Commodity. The Creditor may present his Right of 
Action, + £60, as a Donation to his Debtor as well as to any one 
else. Then the Debtor's Property will be - £50 + £50. 

These two Quantities cancel each other exactly like + a and — a 
on the same side of an equation, and they vanish together. 
The Right is not in abeyance, it is absolutely extinguished : and 
the + £50 ceases to exist as an Economic Quantity as well as 
the — £50, or the Debt : and thus the Obligation is absolutely 
extinguished. 

But it is only in the case in which the person has the Right 
to demand from himself as well as the Duty to pay to himself, 
that the Contract is extinguished. Because a man's Property 
may be represented by — £50 + £50, and therefore, for practical 
purposes, only = 0, and yet these two Quantities will not ex- 
tinguish or cancel each other. 

Suppose a person owes A £50, and at the same time holds 
£50 of a banker's Notes. In such a case his Property is £50 — 
£50, and in substance=0 : but in this case the + £50 and— £50 
do not cancel each other, and the +£50 is not extinguished as an 
Economic Quantity. For he may pay them away in commerce. 

Suppose a Banker A holds £100 of another banker B's 
Notes : and B also holds £100 of A's Notes. Then the Property 
of each banker is + £100 -£100 : but in such a case the +£100 
and the— £100 do not cancel each other: and though it may be 
said that the Property of each banker, so far as these Notes are 
concerned is = 0, yet there are in existence £200 of Economic 
Quantities. 

Hence it must be carefully observed that it is only when the 
Right and Duty emanate from the same source, and when they 
are again revested in the same source from which they emanated, 
that they are extinguished and cancelled as Economic Quantities. 

We will only mention another case in which the Release of a 
Debt is equivalent to a Payment in Money. Suppose a Bank 
issues Notes which circulate among the public. Suppose the 
Bank proposes to increase its Capital, and invites subscriptions. 

I 2 
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Then if the holders of its Notes wish to subscribe, they may pay 
the Bank's own Notes to it as their subscription. That is they 
Belease the Bank from its Debt to them : and this is increase of 
Capital to the Bank. 

Or if a customer of the Bank wishes to subscribe he simply 
gives the Bank a Cheque on his accoimt : that is he Beleases 
the Bank from its Debt to him : and that is increase of Capital 
to the Bank, exactly as the payment of so much Money. As the 
Digest says — " Release has the same effect as Payment." 



On Payment m Money, 

28« The preceding considerations will easily explain how a 
Debt is extinguished by a Pajonent in Money : which very few 
persons have ever thought of. 

Suppose a person possesses £100, but owes £50 : then his 
Property will be represented by £100— £50. 

His Creditor's Right to demand will be represented by +£50. 

When the Creditor demands payment of the Debt, an ex- 
change takes place. The Creditor transfers to the Debtor his 
Right to demand +£50, and the Debtor gives the Creditor £50 
in money. 

The Debtor's Property is then £50 -£50 +£50 : or £50 in 
Money, together with the Right to demand £50 from himself and 
the Duty to pay £50 to himself. These two Quantities cancel 
and extinguish each other as before : the Right to demand, + 
£50, is now extinguished as an Economic Quantity, and the 
Debtor's Property is now £50. 

The transaction is, therefore, shewn to be a Sale or an 
Exchange. 

Thus as the Obligation, or Contract, was originally created 
by the Loan, or Sale, of the Mutuum, it is annihilated by the 
Sale or Exchange called Payment. Hence the Obligation was 
created by one Exchange, and. is annihilated by another. 
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On Eenewal or Tbansfeb, or Novation. 

29. The term Novatiorij in Roman Law was applied to sub- 
stituting a new Obligation for the former one. But this took 
place in two ways — 

1. When the Debtor himself gave a new Obb'gation, which 
the Creditor accepted in lieu of the former one, which was thereby 
cancelled. This is called by us Renewal, 

2. When the Debtor transferred to the Creditor an Obligation, 
or Debt, or Credit, which was due to him from some one else : 
if the Creditor agreed to receive this, he thereby discharged his 
own Debtor, and agreed to take the Debtor's Debtor as his Debtor : 
and then his Debtor was discharged — unless he retained his Right 
against him as a surety. 

A familiar instance of this is where a person pays his Creditor 
by giving him a banker's Notes. If the Creditor consents to re- 
ceive them, his Debtor is discharged, and the banker is now the 
Debtor to the new Creditor. 

Or suppose that a Debtor and his Creditor are both customers 
of the same bank. The Debtor gives his Creditor a Cheque 
on his account. The banker transfers the Credit from one 
account to another. That is a Novatio, The banker is freed 
from his Debt to the Transferor, and becomes Debtor to the 
Transferee, and the Transferor is freed from his Debt to the 
Transferee. 

When the Debtor expressly consented to the transfer of the 
Debt, it was called a Delegatio, and the Debtor was said to be 
Delegatus. 

The Novatio was also called Transfusio, 

The Novatio was the same thing as a Pajnnent in Money. 

As is said in the Digest — " The term Payment includes not 
only Payment in Money, but also the Transfer of a Credit." 

This kind of Novatio is also termed an " Exchange " in com- 
merce, when effected by persons living in different places. A 
person living in one place may be Debtor to one person living in 
another place and Creditor to another person living in the same 
place. If these Debts were to be settled by Payments in Money, 
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it is evident that it would require two transnussionB at consider- 
able expense. The matter may evidently be settled by the 
Creditor living in the first place giving his Creditor living in the 
other place an order upon his Debtor living in the same place. 
It is exactly the same thing in principle as a person paying a 
Debt by giving his Creditor a Cheque on his banker. The mass 
of reciprocal transactions of this nature which takes place between 
different countries is called the Foreign Exchanges, a subject we 
shall have to investigate fully in a future chapter. 



On Set-off, or Compensation. 

30* If two persons are mutually indebted, each may daim 
that the Debt he has against the other shall be taken in payment 
of the Debt he has to pay. If the mutual Debts are equal, each 
is payment of the other, and the parties are released by Set Off or 
Compensation, If one Debt is greater than the other, a paymeat 
in Money of the balance only is necessary. 

We will now give a few examples of the operation of Comr 
pensation in the modem system of Credit. 

Suppose that two bankers issue Notes, and each banker gets 
possession of an equal quantity of the other's Notes. Then of 
course each has a Right of Action, +£100, say, against the 
other, on the other's Notes, and each has a Duty to pay, 
— £100, his own Notes. While the Notes of each are in the 
hands of the other, there are of course £200 of Rights of Action, 
or Credit, or Debts, or Economic Quantities in existence. But 
when they meet to adjust the payment, each transfers to the 
other the Right of Action he has against him, in eatis&ction 
and payment of the Debt due from himself. By this means 
each has the Right of Action against himself, and the Duty to 
pay himself. And thus as we have seen already both Contracts, 
or Obligations, are extinguished ; and the £200 cease to exist as 
Economic Quantities. 

So as another example, we may take the case of a banker 
discounting a merchant's Acceptance, and issuing Notes. Sup- 
pose that when the merchant's Acceptance fsdls due he has got 
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into his possession an equal amount of the banker^s Notes. 
When the banker demands payment of the merchant's Accep- 
tance, the merchant tenders him an equal amount of his own 
Notes. Each, then, has now got the Bight of Action and the 
Duty to pay himself, vested in himself: and consequently the 
two Contracts or Obligations are annihilated. 

Or suppose that two merchants have given Acceptances to an 
equal amount, and payable on the same day, and that each 
Acceptance &lls into the hands of the other merchant Then on 
the day of payment each tenders to the other his own Acceptance 
in payment of the Debt due from himsel£ Each has then the 
Bight to demand from himself and the Duty to pay himself, 
vested in himself: these two Quantities cancel each other as 
before, and the two Contracts or Obligations are extinguished. 

Or suppose that a banker discoimts the Acceptance of one of 
his customers : on the day it faUa due he simply writes off from 
his customer's account the amount of his Acceptance. Thus 
these two Debts mutually cancel each other as before. 

The earliest instance of which we are aware of the Theory 
of Compensation being carried out on a great scale is mentioned 
by Boisguillebert, the morning star of modem Economic science. 
Pointing out the true nature and use of Money he shews how 
Credit supplies its place, and describes the £aaia at Lyons where 
the merchants used to balance their Debts. The merchants in- 
stead of making their bills payable every three months or so, by 
which they would have had to keep a large stock of bullion im- 
employed ready to meet them, made them payable only at the 
&ir of Lyons. The bills circulated throughout the country, and 
got perhaps covered with indorsements. At a certain period 
dturing the £air the merchants met for a general settlement of 
accounts : and Boisguillebert says that by this means transac- 
tions to the amount of 80 millions were settled by simple Com- 
pensation, without requiring a sou in money. 

Thus we see what a prodigious extension of the system of 
Credit, the means of extinguishing Credit by other methods than 
payment in money gives. And having explained how Credit is 
createdi exchanged or sold, and extinguished, we shall in the 
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two following chapters exhibit the mechanism of the great System 
of Credit. 

The System of Credit is divided into two great branches. 
Commercial Credit and Banking Credit. In the first, merchants 
buy commodities by means of Credit, payable at a certain time 
after date. The second is where bankers buy these Commercial 
Debts, or Credits, by creating Credits of their own' payable on 
demand. Commercial Credit is always created terminable at a 
fixed time, and is always intended to be extinguished at that 
time. Banking Credit is usually created payable on demand, 
and must be capable of being paid, if demanded. But it is not 
intended to be extinguished : on the contrary it is created with 
the hope and expectation that it will not be extinguished, but 
that it will continue in existence and do duty as Money. There 
is no necessity that it ever shoidd be extinguished. It may be 
transferred from one accoimt to another in the same bank, and 
from one bank to another to the end of time. It is perfectly 
possible that much of the Banking Credit which exists at the 
present day, may have been originally created by the very first 
banks founded in this country, and there is no necessary reason 
why it should not continue to the end of time. Money is a very 
expensive machine to purchase and keep up : but Banking 
Credits cost nothing to create, and they may be absolutely in- 
destructible. 
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CHAPTER V. 

ON COMMERCIAL CREDIT. 

1. GrOODS or commodities in the ordinary course of business pass 
through the following hands — 1st the foreign importer: 2dly 
the wholesale dealer: 3dly the retail dealer: 4thly the cus- 
tomer or consumer. To the first three of these persons these 
goods are Capital ; because they import, manufacture, or buy 
them for the purpose of selling them again with a profit : the 
fourth buys them for the sake of use or enjoyment. The price 
the idtimate consumer pays for them, must evidently be sufficient 
to reimburse the original expense of production, together with 
the profits of the three succeeding operations. 

Now leaving out of the question at present how the importer 
of the goods gains possession of them, which concerns the foreign 
trade of the country, which we do not touch upon here — if he 
sells the goods to the wholesale dealer for ready money, he can 
of course immediately import or produce a further supply of 
goods in the room of those he has disposed of. In a similar way 
the wholesale dealer sells to the retail dealer, and if ho were paid 
in ready money, he might immediately effect further purchases 
from the merchant to supply the place of the goods he had sold. 
So also if the retail dealer were always paid in ready money by 
his customer he might replace the part of his stock that was sold: 
and so if everybody had always ready money at command, the 
stream of Circulation or Production, might go on uninterruptedly 
as ^t as Consumption or Demand, might allow. 

This however is not the case. Few or no persons have 
always ready money at command for what they require. Very 
few traders can commence with enough ready money to pay for 



122 ins ELEMENTS OF BANKING. 

all their purchases ; and if the stream of circulation or produc- 
tion were to stop until the consumer had paid for the goods in 
money, it would be vastly diminished. 

Now let us suppose that the merchant, having confidence in 
the character of the wholesale dealer, agrees to sell the goods to 
him, but not to demand the money for them till some time after- 
wards. He accordingly parts with the Property in the goods 
to the wholesale dealer, exactly as if he had been paid in money, 
and receives in return the Right to demand payment at some 
time after date. Now the very same circulation of goods has 
taken place as would have been caused by Money. The only 
difference is that the actual payment is postponed, and for this 
the merchant charges a certain price. This Debt may be 
recorded in two ways: it may be simply recorded in the 
merchant's books, or else in a Bill of Exchange. But it is quite 
dear that the Property is absolutely the same in whichever form 
it is, though one form may have more conveniences than the other. 

In a similar manner the wholesale dealer may sell for Credit 
to the retail dealer, and this Debt may be recorded in two 
forms, like the first, either as a Book-debt, or in a Bill of 
Exchange. As in the former case, the same Circulation, or 
Production has been caused by Credit as by Money. Lastly 
the retail dealer may sell to his customer on Credit, and this 
Debt may also be recorded in two forms, either as a Book-debt, 
or as a Bill of Exchange. In this latter case the Debt is veiy 
seldom embodied in a Bill of Exchange : it most frequently rests 
as a Book-debt. But in this case as well as in the former ones. 
Credit has had precisely the same effect as Money in circulating 
the goods. Hence we see that Credit has had precisely the 
same effect as Money in circulating the goods firom the merchant 
to the consumer. Moreover we see that the passage of the 
goods through these various hands has generated a Debt at each 
transfer. Supposing the merchant sold the goods for a Debt of 
£100 to the wholesale dealer, the wholesale dealer would 
probably sell them for a Debt of £140 to the retail dealer, and 
the retail dealer woidd sell them to different customers for Debts 
not less probably in the whole than £200. Hence we see that 
the successive transfers of the same goods have generated Debts 
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to the amount of jS440: thereby exemplifying the distinction 
we have ahready pointed out between Credit and Bills of Lading : 
because if the goods had passed through twenty hands, the same 
Bill of Lading would always have accompanied them. 

2. Now the Debt for which the merchant sold the goods to 
the wholesale dealer is no doubt valuable Property to him, 
because he knows that it will be paid in due time. It may 
moreover be exchanged for anything else, like any other pro- 
perty, if any one will take it. But it is of no immediate use for 
what the merchant or manufacturer probably wants at the time, 
namely. Money to buy more goods, or to pay wages &c. More- 
over though he may be quite satisfied as to the safety of the 
Debt, from his knowledge of his customer, it does not follow that 
others who don^t know him will. Consequently such a Debt 
would not be well adapted for general circulation, and therefore 
it would be of no use towards further Production. In a similar 
way the Debt for which the wholesale dealer sold the goods to 
the retail dealer, woidd not be well adapted for general circula- 
tion and therefore coidd not conduce further to Production. 
The Debts due by customers to retail dealers seldom do conduce 
to further production, because they are most frequently merely 
in the form of Book debts. 

Now the merchant would probably sell to a great number 
of wholesale dealers whose Debts would fall due at different 
times, and therefore a certain stream of money would always 
be coming in to enable him to continue Production. Similarly 
the wholesale dealer would sell to a great variety of retail dealers 
whose Debts would Mi due at various periods, and so a certain 
stream of money would always be coming in to enable him to 
continue Production. Similarly the retail dealer sells to a 
great variety of customers, a great many of whom pay him ready 
money at the time of the purchase, as casual buyers, and his 
customers too pay him money, by which he can continue to 
make purchases and keep up the stream of Production. And 
therefore this would greatly facilitate Circulation or Production. 

Credit so far even as this would be of great assistance to Pro- 
duction, and the vast amount of it generated in this manner 
would be valuable Property to its owners. But it is manifest 
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that it would be of no further immediate nae to them. It 
might therefore be aptly compared to so much dead stock 
The next grand improvement would be to make this dead stock 
negotiable, or exchangeable. The next great step is to make 
the Debts themselves saleable commodities : to sell them either 
for ready money, or for other Debts of more convenient amount, 
and immediately exchangeable for Money on demand, and there- 
fore equivalent to Money. 

3. There are two classes of traders whose especial business 
is to buy these commercial Debts, and so to give activity and 
circulation to this enormous mass of valuable property, and to 
convert it from dead stock into further Productive power. The 
first class of these traders are called Bill Discounters i.e. buyers 
of Debts ; they buy these Debts with money. The second class 
are called Bankers ; and they buy these commercial Debts, by 
creating other Debts payable on demand. 

Banks, then, as far as regards our present subject, are shops 
opened for the purpose of buying these commercial Debts. The 
merchant draws a bill upon the wholesale dealer, who accepts it, 
and thus becomes the principal debtor on the bill. The merchant 
then takes the bill for sale, or discount, as it is technically 
termed, to his banker. It is usual to make bills payable to 
the drawer, or his order, which is signified by his writing his 
name on the back of the bill. The merchant tiberefore writes 
his name on the back of the bill, and sells it to the banker, and 
this operation is termed Indorsing the bill. But the indorse- 
ment has another effect besides merely assigning over the Debt 
to the banker, for unless specially guarded against, it makes him 
a surety for the payment of the bill, in case the acceptor does 
not pay it. The effect therefore of the Indorsement, is a Sale 
of the Debt, with a warranty of its soimdness. But this warranty 
is not an absolute one, but only a limited one, as has been 
explained above. The banker, therefore, buys this Debt with 
a limited warranty of soundness by creating another Credit, by 
writing down the amount to the credit of his accoimt, which 
Credit is called a Deposit ; at the same time charging him with 
the discount, and gives the merchant power to draw upon him 
at pleasure and at demand. Thus we see that the Banker has 
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bought one Debt, which is valuable Property, by creating another 
Debt, which is also valuable Property, and is equivalent to 
ready money to the merchant. And it must be observed that 
this is not a cancelment of Debts, as many suppose, but an 
exchange of valuable Properties. 

4. The merchant has, however, a gi'eat many similar Debts, 
because he has sold to a great many wholesale dealers, and he 
will probably want to sell these in a similar way to his banker. 
The merchant will therefore indorse each of them over to his 
banker, thereby making each of the acceptors the principal debtor 
to the banker, but at the same time becoming himself responsible 
if any of them fail to pay his Debt. If therefore the banker 
discoimts the bills of 20 acceptors, he will have 20 principal 
debtors, who are each of them bound imder the penalty of 
commercial ruin, to pay their debts when they are due. The 
merchant however, is surety for each of them, and as it may 
happen that out of so many, some may make default, the banker 
usually stipidates that the merchant shall leave a certain amount 
of Deposit on his account by way of additional security. If any 
acceptor then makes defaidt the banker immediately debits the 
account of the customer with the amount, and gives him back 
the bill. Thus to a certain extent the banker always keeps the 
means of paying himself in his own hands, besides having his 
customer's name on the bill, which makes his whole estate liable ; 
and even should his customer fail, he retains the right to have 
his Debt paid out of the estates of both the principal and surety. 

The wholesale dealer has given his acceptance for the goods, 
and he sells them to the retail dealer and takes his acceptance 
for them. In a similar manner he wishes to seU this Debt to 
his banker, and so convert it into Productive Capital. A 
similar transaction takes place as in the former case. The whole- 
sale dealer sells the Debt of the retail dealer and becomes him- 
self surety for its payment to his banker. The banker also buys 
this Debt by creating another Debt payable on demand, which 
is equivalent to ready money. 

The retail dealer may also draw upon his customers, though 
this is comparatively rare, because customers are generally 
beyond the pale of commercial law. * 
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By these means we see that the dead stoc^ of oommercial 
Debts is converted into Productive Capital The merchant and 
the wholesale dealer have now the full command of ready money 
for any purchases they require, and can continae flie stream of 
production without interruption, and as their bills &11 due, all they 
have to do is to give an order on their banker. 

5. These are the fewest number of hands that goods in the 
ordinary course of business pass through, and it is dear that in 
their passage from the manu&cturer to the customer they will 
give rise to at least two bills, sometimes to three. They are 
all regular business bills, they originate from real transactions, 
and tlioy are what are called Eeal or Value Bills, and they are 
what arise out of the regular and legitimate course of business, 
and are the great staple of what bankers purchase. It is a very 
prevalent belief among commercial men, that business bills are 
essentially safe, because they are based upon real transactions 
and always represent property. But the forgoing considerations 
will dispel at once a considerable amoimt of the security supposed 
to reside in commercial bills on that account, because we have 
Hccu tliut in the legitimate course of business, there will generally 
be two bills afloat, originating out of the transfers of any given 
amount of property, so that in the ordinary way there will be twice 
as many bills afloat as there is property to which they refer. 

6. We must refer to the next chapter for an exposition of 
the mc^clmniBm of banking, shewing how the creation and ex- 
change of Debts is made in modern commerce to perform the 
jmrt of money. We will only observe here, that the manu- 
facturer, the wholesale dealer, and the retail dealer, may all be 
customers of the same bank, and if they all have their bills 
discounted by it, it will purchase a whole series of Debts arising 
out of the transfers of the same property. 

The above operations are only what arise in the ordinary 
course of business ; it may sometimes happen that property may 
change hands much more frequently, and at every transfer a 
bill may be created. Hence when the Credits are very long, 
and the transfers numerous, it is easy to imagine any number 
of bills being created by repeated transfers of the same pro- 
perty. In times of speculation this is particularly the case. 
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Now all these bills are technically Commercial or Eeal Bills, but 
it is evidently a delusion to suppose that there is any security in 
them on that account. The fact is that the whole misconception 
arises from an error in the meaning of the word " represent.'* 
A Bill of Lading does, as we have said above, represent Pro- 
perty, and whoever has the Bill of Lading, actually has so 
much property. But a Bill of Exchange does not represent 
goods at all. It represents nothing but Debt; not even any 
specific money. It is created as a substitute for Money, 
to transfer Property, but it does not represent it any more 
than Money represents it. This was long ago pointed out by 
Mr. Thornton in his Essay on Paper Credit — "In order to 
justify the supposition that a real bill, as it is called, represents 
actual property, there ought to be some power in the bill-holder 
to prevent the property which the bill represents from being 
turned to other purposes than that of paying the bill in question. 
No such power exists ; neither the man who holds the bill, nor 
the man who discounted it, has any property in the specific 
goods for which it was given." This is perfectly manifest. It 
is both contrary to the law and the nature of Bills that they 
should be tied down to any specific goods. And it shows that 
the real security of the bill consists in the general ability of the 
parties to it to meet their engagements, and not in any specific 
goods it is supposed to represent, the value of which is vague 
or illusory, and impossible to be ascertained by any one who 
holds it or discounts it. 

7. The distinction between Bills of Lading and Bills of 
Exchange is of so subtle a nature, but is of such momentous 
consequence, that we may illustrate it further. The preceding 
sections shew that any given amount of property may, by 
repeated transfers, give rise to any amount of bills, which are 
all bond fide, just for the same reason that every transfer would 
require a quantity of Money equal to the Property itself to 
transfer it. Then, even supposing the price remained the same 
at each transfer, it would require twenty times ^^20 to circulate 
property to the value of ^^20 twenty times. But also £20 by 
twenty transfers may circulate property to the value of twenty 
times £20. So also a Bill of Exchange may represent the 
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transfers of many times the amoimt of property expressed on lihe 
face of it. This is the case whenever a Bill is indorsed or passed 
away for value: and the bill represents as many additional 
values expressed on the face of it as there are indorsements. 
Thus let us suppose a real transaction between A and B. A 
draws upon B. That shews that the bill has effected om 
transfer of property. A then buys something from C. It is 
clear that C might draw upon A, in a similar way that A drew 
upon B. But instead of that A may transfer the bill on B, by 
indorsement. It has now effected two transfers of property. 
In a similar way C may buy from D, and in payment of the 
property may indorse over the bill to D. The bill then re- 
presents three transfers of property. In a similar way it may 
pass through an imlimited number of hands, and will denote 
as many transfers of property. When C indorsed over the bill 
to D, he merely sold him the debt which A had previously sold 
to him. Now that might be done either by drawing a fresh 
bill on B, cancelling the first, or simply indorsing over the bill 
he received from A. Hence we see that every indorsement is 
equivalent to a fresh drawing. But if he draws a fresh biU on 
B, it will represent nothing but B's debt to him ; whereas if he 
indorses over the bill he received, it will represent B's debt to 
A, A's debt to C, and C's debt to D, and consequently it wiU 
be much more desirable for D to receive a bill which represents 
the sum of so many previous tmnsactions, and for the payment 
of which so many parties are bound to the whole iextent of their 
estates. 

Some sixty years ago, almost the entire circulating medium 
of Lancashire consisted of Bills of Exchange, and they sometimes 
had as many as 150 indorsements upon them before they came to 
maturity. From this also, we see that no true estimate can be 
formed of the effect of the Bills of Exchange in circulation, by 
the returns from the Stamp Office, as has sometimes been 
attempted to be done, as every fresh indorsement is in effect a 
new bill. So that the useful effect of a Bill of Exchange is 
indicated by the number of indorsements upon it, supposing 
that every transfer is accompanied by an indorsement, which 
is not always the case. We see here the fundamental difference 
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between Bills of Lading and Bills of Exchange, because the in- 
dorsements on the former denote the number of transfers of the 
9ame property : the indorsements on the latter denote the number 
of transfers of different property. Ten indorsements on a Bill of 
Lading shew that the same property has been transferred ten 
times, but ten indorsements on a Bill of Exchange shew that 
eleven times the amount of property has been transferred once. 

8* We have shewn that the prices of all commodities are 
tmiversally governed by the Law of Supply and Demand at all 
times. If the supply be excessive, nothing can prevent the 
price from &lling to any state of depression, until it becomes 
absolutely unsaleable. The commodity, therefore, will not pay 
the cost of its production, and imless those concerned in pro- 
ducing it have independent capital to enable them to hold on until 
the excessive supply is taken off, and save them from selling 
when the price is ruinously depressed, or to stand the losses, 
they will all Ml. 

Almost all men in commerce are under Obligations : that is 
they accept Bills of Exchange which must be paid at a fixed 
time, under the penalty of commercial ruin. To meet these 
Obligations due by them, they have property of two sorts- 
Debts or Obligations due to them ; and secondly Commodities. 
To meet their own Obligations, they must sell one or other of 
these kinds of Property. They must either sell their Debts to 
their banker, or they must sell their Commodities in the 
market. While Credit is good — that is while bankers buy 
Debts freely — they can retain their Commodities from the 
market, and watch their own opportunity of selling at a favour- 
able moment. As their own Obligation falls due, they sell to 
^eir bankers some of the Debts due to them. Thus if Credit 
was always good, they might go on for ever, without the 
necessity of ever having a single piece of money paid into their 
account, or having any money at all beyond what is necessary 
for their daily petty transactions. But if Credit receives a 
check, and the banker refuses to buy their Debts, they must 
still meet their own Obligations imder penalty of ruin. They 
are consequently obliged to throw their Commodities on the 
market, and sell them at all hazards : the supply of them becomes 

E 
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exoeBuve and ineTitablj depresKS the price. Traders who have 
Capital enough of their own to meet their engagements without 
dieoounting, are able to keep their Commodities back from the 
market until, the extra snpplj being exhausted, prices riae 
again, from the natural operation of the donand. Bankers, we 
hare shewn, always buy the Debts of traders by creating Debts 
of their own, which are called dieir ^ Issues,*' and when bankers 
refuse to buy the Debts of traders they are said to '' contract 
their Issues." Consequently a contraction of ^Issues," or of 
discounts, is generally followed by a fall of prices. And thus 
fall in prices happening coincidentally with a contraction of 
Issues, is frequently supposed to be caused directly by the 
diminished amount of Currency compared to Commoditiea, 
which is to a great extent erroneous, because it is in reality 
caused by the extra quantity of Commodities, which a refusal 
to discount Debts causes to be thrown upon the market. 

9* We see then how utterly impossible it is to ascertain 
the precise effect of the contraction of Issues of banks upon 
prices, because the change is principally produced by the 
quantity of produce which traders are compelled to sell to meet 
their engagements, when the negotiability of their Debts recdves 
a check ; and, of course, similar circumstances not only compel 
traders to sell, but prevent others from buying. Consequently 
the supply is greatly increased, and the demand greatly 
diminished. If however the holders of one conmiodity are 
possessed of much independent capital, and are not compelled to 
realise to meet their engagements, a contraction of issues would 
not affect them much. On the other hand, if the holders of 
another commodity were in general men who depended chiefly 
on Credit, and were compelled to sell at a sacrifice to meet their 
engagements, a sudden refusal to discount for them would cause 
an extraordinary quantity of their produce to be thrown on the 
market, and cause a ruinous depression of price. 

It is the sudden failure of confidence and extinction of 
Credit which produces what is called in commercial language a 
" pressure on the money market,** and which causes money to 
be ''tight." When money is said to be scarce, it does not 
mean that there is a smaller quantity of money actually in 
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existence tban before: there may be more, or there may be 
less in the country : no one can tell what the amount of money 
in existence is : but a great amount of Credit which serves as a 
substitute, and was an equivalent for Money, is either destroyed 
altogether, or is suddenly struck with paralysis, as it were, and 
deprived of its negotiable power, and, therefore, practically 
useless. A vast amount of Property is expelled firom circida- 
tion, and Money is suddenly called upon to fill the void. When 
a new field of commercial adventure is found by sagacious din- 
coverers, or a new market is suddenly thrown open by a change 
in the commercial policy of foreign nations the first adventurerr* 
usually reap enormous profits. As soon as this becomes 
known a multitude of other speculators rush into the same 
iield, excited by the profits reaped by the first. Numbers of 
merchants and traders purchase commodities on Credit, that is 
they incur Obligations which they must discharge at a future 
day, in the hope that the returns will come in before the day of 
payment. But the immense quantity of goods poured in 
usually gluts the market in a short time, and, from the excess 
of supply prices tumble down often to nothing, so that the good 8 
become imsaleable and either no returns at all come in, or such 
as are quite inadequate to meet the outlay. When this occurs 
it is called over-tradingy and when this has been extensively 
practised, it is necessarily and inevitably followed by a great 
destruction of Credit, and a great demand for Cash. Thus 
Credit is destroyed faster than operations can be reduced in 
proportion. Those traders who have not received the returns 
they counted upon to meet their engagements, must raise money 
on any terms, and perhaps sell what property they have, at any 
sacrifice, to save themselves from ruin. The efiect of this will 
be that Money, for which there is an intense demand, will rise 
greatly in value, that is discount will rise very high. But as a 
necessary consequence of such a state o£ things, a great quantity 
of goods will be thrown on the market, and their price will be 
enormously depressed. These ci^ciunstances will therefore pro- 
duce a very high rate of discount, and ruinously low prices, 
which wiU continue until the excessive supply of goods is 
exhausted and confidence revives. In such cases as these, 
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traders who have not sufficient Capital of their own to meet 
their engagements, and hold on their goods until prices rise, will 
infallibly be ruined. Under these circumstances the Bate of 
Discount bears no relation to the Bate of Profit. The use of 
ready money to persons who have over-traded, is of infinitely 
more consequence than the price they have to pay for it It 
may be well worth their while to pay 15, or 20, or even 50 
per cent, for the use of money for a temporary emergency, 
which may save them fi:om ruin, and enable them to maintain 
their position. 

It is therefore not the scarcity of money, but the extinction 
of confidence, which produces a pressure on the money market; 
and an examination of all the great commercial crises in this 
country, will shew that they have always been preceded and 
produced by a destruction of Credit, which has usually been 
brought about by extravagant overtrading. 

10. The principle that the relation between supply and de- 
mand is the sole regulator of value, combined with the action of 
the Credit system, will explain all the phenomena witnessed 
during a pressure on the money market. The failure of Credit 
in any one branch of business will produce its full effect on the 
general market rate of interest, because that is regulated by the 
intensity of the demand for money from whatever quarter it 
comes : but it will not necessarily follow that the market prices 
of all commodities will be depressed. The market price for each 
commodity will be governed entirely by its ovm peculiar cir- 
cumstances. If the holders of one commodity have indepen- 
dent capital, and have prudently abstained from overtrading, the 
price of such a commodity will not suffer much, because the 
ratio of supply and demand will not be altered to any great ex- 
tent, but it cannot help sympathising to a certain extent with 
other commodities. But if the holders of another species of 
commodity have overtraded, and depended too much on credit, 
without sufficient means they will necessarily be obliged to throw 
a great quantity of their produce on the market to realise, and 
this excessive supply will depress the price. And this effect will 
be increased because such are the very times when persons who 
have ready money are particularly cautious in buying, partly be- 
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cause they alwa3rs hope the market will fall still lower, and they 
hope to buy cheaper when prices have fallen to a minimum, and 
they certainly will not buy more of any commodity than they 
can help, which is diminishing in value : and partly because 
they must keep their ready money to maintain their own posi- 
tion. From these causes not only is the supply increased, but 
the demand is diminished, so that the fall is doubly aggravated. 
Thus we see at once that a falling market will always be well 
supplied, because people who must sell hasten to do so before 
the price falls still lower : and buyers hold aloof, waiting as long 
as they can to see the lowest. On the other band, when mar- 
kets are rising, the case is reversed. The sellers hold aloof, 
hoping the price will be still higher, and buyers crowd in hasten- 
ing to purchase before the price rises more. A market which is 
desponding and inactive will usually continue so until people are 
persuaded that things are at the lowest, and are at the turn. It 
is evident that these considerations and observations apply to 
home produce, or at least to produce which is already in this 
coimtry, and which can be thrown on the market immediately* 
In order to attract foreign produce, the market must rise high 
for a considerable time, with the appearance of continuing so. 

11, Considering that any bill whatever which is drawn 
against 5ond Reproduce is in commerce technically a Real bill, 
it will be seen at once that their supposed security is greatly 
exaggerated, because any operation, however foolish and absurd, 
is a good basis for a Real bill. In times of rapid changes in 
price, multitudes of bills will be generated by speculative pur- 
chasers, and when the price falls as rapidly as it rose, as it 
usually does, it is simply occupat extremum scabies* Hence losses, 
and very severe ones too, are sure to happen in such times. But 
there is always this security at least with Real bills. When 
persons have speculated unluckily and lost their fortunes they 
are brought to a standstill. When a man has ruined himself by 
speculation, no banker out of Bedlam would advance him more 
money to speculate with. Hence ill-judged speculation must 
atop a man's mischievous career in a comparatively short space 
of time, that is whenever he has lost the value of the goods he 
has been speculating w^ith. We shall find in the next chapter, 
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unfortnnatelj', that traders have devised a method to extract 
funds from bankers to speculate with, by which they can go on 
long after they have lost all they ever had many times orer, 
and adding loss to loss, until, perhaps, they may bring down 
their bankers, whom they duped and defrauded, as well as them- 
selves. We have shewn in the next chapter, that there are 
symptoms which will often indicate a commercial cnais. 

On Credit employed for the purpose of forming a New 

Peoduct. 

12. The operations on Credit, which we have hitherto been 
considering, were all based on an anterior operation, or one in 
which an exchange of commodities was effected by the creation 
and sale of the Credit, which Credit was afterwards sold or ex- 
changed for another Credit. Such Credit is therefore manifestly 
limited by operations which have been made, and by commercial 
exchanges. The number of bills created could by no possibili^ 
exceed the number of transfers of conunodities, although they 
might be greatly less, because, as we have seen, a single bill might 
be used to effect many transfers of property. In all those cases, 
a Debt has been created which was expected to be paid out of 
the proceeds of the sale of existing property. 

But since Credit is, as we have shewn, exchangeable Property 
and a substitute for Money, it is clear that it may be applied as 
well as Money to bring new products into existence. The 
limits of it in this case will be exactly the same as those in the 
former case, namely, the power of the proceeds of the work to 
redeem the Credit. 

As an example of such a creation or formation of a product 
we may take such a case as the following — Suppose the Corpora- 
tion of a town wishes to build a market hall, but has not the 
ready cash to buy the materials, and pay the builder's and work- 
men's wages. It may be a matter of certainty, that if the market 
were once built, the stalls in it would be taken up immediately, 
and the rents received from them would liquidate the debt 
incurred in erecting it. But as the workmen cannot wait until 
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that period, ^ut require immediate cash to purchase necessaries, 
it is dear that, unless there is some method of providing ready 
money they cannot be employed. In such a case, they might 
borrow money on their bonds repayable at a future time. Now 
here we observe that these bonds are the creation of Property. 
They are the Eight to demand a future payment, and are 
valuable exchangeable property, which may be bought and sold 
like anything else. In this case we observe there is an exchange. 
But the Corporation need not borrow money. They might make 
their own Obligations payable at a future date. And if these 
were made small enough, and were readily received by the 
dealers in the town, they might be used in the payment of the 
workmen^s wages, and perform all the functions of a Currency, 
and be equivalent to Money. Each of them is a new Right 
created, and valuable Property which is exchangeable, and, there- 
fore, Wealth by the definition. They woidd be quite as effi- 
cacious in prodtLcing, or forming, the market hall as real CapitaL 
And the market hall itself would be Capital, because it produces 
a profit. As the stalls were let and rent received for them, the 
bonds might be redeemed, and the Debt cleared ofif. It is said 
that many market places have been built by adopting such a 
plan. This case shews the utter futility of the notion that Credit 
cannot be applied to the formation of products, and here we see 
it was not based on any anterior operation. 

13. This is an instance of the creation of a product by 
Credit, and not merely the transfer of an existing product. The 
result to the Corporation would be precisely the same, whether 
they accomplish their object by borrowing real Capital and pa3ring 
interest for it, or by issuing bonds, bearing interest, payable at 
fixed periods. In the one case they would be liable to the full 
extent of their property to the persons from whom they had 
borrowed the money ; in the other to those who held their bonds. 
If the operation was successful, its profits would in the first case 
pay the persons who had lent the money ; in the second, the 
profits would pay the persons who held the notes, and extinguish 
the liability of the Corporation. If the operation were unsuc- 
cessful, the Corporation would equally have to make good the 
loss out o£ their general effects, either to the lenders of the money. 
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or to the holders of the notes. It would therefore be a 
matter of no consequence whatever to the Corporation which 
way thej adopted to accomplish the work : but it would be a 
matter of importance to the town at large, because, if they 
borrowed real Capital to do it, that would by so much diminish 
the fund of moving power applicable to other species of industry, 
and raise its price. It is clear, therefore, that the second method 
would be 60 much clear addition to the Capital of the communilyi 
and would therefore be most advantageous for them. 

This second method of utilising Credit, from not being 
based upon recU Capital, is an instance of what is usually called 
Jictitious Capital, a name of extreme inaccuracy, which too many 
persons are in the habit of using, from the hasty assumption 
that what is not real must necessarily hefictitiouaj and are more 
led away by a jingling antithesis of words than an accurate per- 
ception of ideas. If the bonds issued by the Corporation were 
not redeemable, and represented nothing, the epithet fictitious 
would be accurate. But such is &r from being the case. In 
both cases it resolves itself into the Present Value ofajuturt 
payment. In the first instance, the Obligation incurred by the 
Corporation to the lenders of the money would not be limited 
to the Specific Capital they advanced, but would be a general 
charge on the whole property of the Corporation. The bonds 
issued in either case would be precisely the same ; they would 
confer upon the holders of them a general charge upon all the 
property of the Corporation. The security to the holder of the 
Corporation's Obligations would be absolutely identical in either 
case. If the Corporation spend the money, it is absolutely gone 
away from them for ever, and is no more a security to the 
holders of their notes than if it had never existed. In either case, 
then, it is the permanent Property of the Corporation which is 
the real security of the holders of their notes : and they have the 
same general charge over it in both cases. It is, therefore, to 
the last degree inaccurate and untrue to distinguish one case by 
the term Real Capital, and to brand the other as fictitious. 
There is absolutely no distinction at all between the two cases, as 
far as regards the Corporation, and the holders of its Obligations ; 
the profits and the losses are identical in their effects in either 
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case. The true difference is to the community at large, and the 
general fund of Capital available for its use, and its only effect is 
to make Capital somewhat cheaper than it would otherwise be : 
and a judicious and successful employment of it eminently con- 
duces to the national prosperity. 

The advantage of the second method is that it makes Capital 
more abundant, and sometimes might provide it when not other- 
wise obtainable. If it were scarce, or otherwise occupied, it 
might not always be possible to obtain it. If nobody had money 
to lend, the second method might supply the want, and so long 
as it is practised by judicious persons, and used in promoting 
successful operations it is a great blessing. But it is just on this 
very point that it is liable to the most dangerous abuse. If the 
Corporation were limited to the use of real Capital advanced by 
Bome independent person, he woTild probably take into considera- 
tion the purpose to which it was to be applied, as well as the 
solvency of the Corporation, and if he thought it injudicious, he 
would probably not advance it. There would therefore be so far 
a check upon them ; but if they were totally destitute of control, 
and could embark in any operation, by simply writing a few 
" Promises to pay " upon bits of paper, they may be led away 
into wild and dangerous speculations, deceived by false expecta- 
tions of profit, and involve themselves and all who trust them in 
ruinous losses. Because, though these Promises to pay did not 
represent real advances, and are therefore inaccurately called 
fictitious Capital, if they get into circulation, and people give 
value for them in commodities or services, a disastrous operation 
based upon them is just as much loss of Capital as if they had 
been real advances. 

14. We have thus shewn that in the production of commo- 
dities, which term by the imanimous consent of all modem 
Economists includes both the formation and the transfer of 
commodities. Credit performs exactly the same functions as 
Money : So far therefore as production goes, Credit is in all 
respects equivalent to Money. And so long as the operations 
are successful, everything goes well : Money being as we have 
laid down the representative of the fruits of a man's past industry, 
and Credit a pledge of his future industry. It is certain that 
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" Credit " exceeds ** Money " many times in this country, for 
whereas it is not supposed that the actual Money exceeds 
£80,000,000, the Credit in Bills of Exchange, which is only one 
form of it, taking a very low estimate exceeds £400,000,000 : 
that is the people of this country have always pledged their 
future industry to the extent of four hundred millions of money. 
And this £400,000,000 is equally Capital, it is equally a Real 
Value as the £80,000,000. No doubt it is of a different de- 
scription ; it is more perilous, a portion of it may perish. But it 
is an undeniable fact that it has performed the same functions, 
so far as regards Production, as Money. It is a distinct and 
separate article of Value over and above commodities, totally 
different from Bills of Lading, which merely represent particular 
commodities. Bills of Exchange are not a lien upon Property, 
but upon industry^ and any property a man possesses is only a 
kind of collateral security to make good his engagements in case 
his industry is unsuccessful. 

15. In the case we examined of a bank discounting the bill 
of the manufacturer A, upon the dealer B, the transaction was 
already effected upon which it was founded. A had rendered 
the service to B, for which he was to be paid at a future day, 
hefore he drew the bill upon him, and originally all Bills of Ex- 
change represented previously existing Debts, and they bore on 
the fece of them the words " for value received " to testify the 
fact. Consequently when A discounts the bill founded upon that 
transaction, with the bank, it must be carefully observed that 
he is simply selling a Debt which is his existing property. And 
80 long as Bills of Exchange are restricted to representing past 
transactions, their negotiation is not borrowing money, as is 
commonly understood. But the sharpness of traders discovered 
that they might be applied to future transactions. 

In the case of a past transaction, the bill was given by B, who 
had got the goods, to A, who had given them, and A had got the 
money that would be payable to him at the maturity of the Bill, 
advanced to him by the bank on the credit of B's reputation, as 
well as his own. If B, however, be a person of wealth and repu- 
tation, he may lend the use of his name to A without any real 
transaction having taken place between them. Thus he may 
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accept a bill of A's, and A on the strength of his name, goes to 
his banker, and gets the money, with which he performs some 
operation, such as manufacturing goods, and, having done so, he 
may sell them to C, and take C*s bill in payment of them, which 
hitter is a real transaction. Now the whole of this operation is 
based upon the credit of B's name ; it is not based upon any- 
thing real, or upon any service previously rendered : conse- 
quently it is in itself a completely new transaction. Such a bill 
between A and B is called an Accommodation Bill. This name 
ia however not confined to cases where the acceptor lends his 
name for the accommodation of the drawer, though that is the 
most usual form, but wherever an acceptor, drawer, or indorser 
puts his name upon the bill, and therefore, renders himself liable 
to the holder for value to discharge it, without, as the legal ex- 
pression is, consideration moving to him, it is an Accommodation 
Bill, and the party for whose accommodation it is negotiated is 
bound by law to provide funds to discharge it at maturity, and 
also to indemnify the accommodation acceptor, drawer, or 
indorser, as the case may be, against the consequences of non- 
payment. 

The practical efifect of this transaction is simply that B stands 
security to the bank for the money advanced to A ; and there 
is nothing in the nature of such a transaction worse than for 
one man to stand security for another in any other commercial 
transaction. In some respects it is much fairer to the person 
who runs the risk as security, because in the ordinary course, 
when one person becomes security for another, he does not 
receive any pecimiary recompense for the risk he runs, to which 
he was most certainly ikirly entitled : whereas if it be done by 
way of Accommodation Bill, he generally receives some quid 
pro quOf and when a bank performs an operation of exactly the 
same nature, it always receives a high interest for the risk it 
runs, and, when judiciously done, is a very profitable source of 
income. From the extravagant abuse, however, of such modes 
of raising Capital, Accommodation Bills have acquired a most 
discreditable reputation, and there is nothing which requires 
more vigilance in a bank than to guard against being entrapped 
into making unwary purchases of such securities. 
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A great deal has been said and written about the difference 
between Real and Accommodation Bills, and while no terms 
of admiration are too strong for the first, no terms of vitupera- 
tion are too severe for the latter. Thus Mr. Bell says — " The 
difiference between a genuine commercial bill and an accom- 
modation one is something similar to the difference between 
a genuine coin, and a counterfeit ; " as if the act of negotiating 
an Accommodation Bill were in itself an act of moral turpitude. 
It is also generally assumed that Real Bills possess some sort of 
additional security because it is supposed that there is property 
to represent them. "We have already seen, however, the entire 
delusion of such an idea, and that it is a great mistake to suppose 
that Commercial Bills have any specific relation to the Pro- 
perty from the transfer of which they originally sprang. In 
truth, both Real and Accommodation Bills have precisely the 
same security — they constitute a general charge upon the whole 
estates of all the obligants upon them. The objections to Accom- 
modation Bills, therefore, on that ground are perfectly futile. 

The essential distinction between Real and Accommodation 
Bills is, that a Real Bill represents a pasty and the other a 
future transaction. But even this is no ground for any pre- 
ference of one over the other. A transaction which has been 
done may be just as wild, foolish, and absurd as the one that 
h(X8 to be done. The intention of engaging in any mercantile 
transaction is, that the result of it should repay all the outlay 
with a profit. There is no other test of its propriety but this, 
in a mercantile sense. Such things have been heard of in the 
mercantile world as consignments of skates to tropical countries. 
Now, a Bill drawn against such a shipment as this would pass 
muster, in technical language as a Beal Bill, while one drawn 
to forward some other operation, however soimd and judicious 
it might be, if it were not yet accomplished, would be an 
Accommodation Bill, and be branded as fictitious. Mr. Bell 
would call the former genuine coin, the latter counterfeit. 

We see therefore that the common objections urged against 
Accommodation Bills are perfectly futile, and quite wide of the 
mark. Whether a Bill be a good and safe one, has no reference 
to whether it represents a Fast or a Future transaction, but 
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lirlietlier it is a safe and judicious one itself, and the parties to it 
able to meet their liabilities. The whole Cash Credit system of 
Scotland, which has conduced so eminently to the prosperity 
of that country, is a system of Accommodation Paper, which is 
sufficient to disprove in the mind of any dispassionate person, 
that the system is in itself necessarily dangerous and pernicious, 
but is proof enough that, if it is judiciously managed, it may be 
of great advantage. 

The true objection to Accommodation Paper is of a different 
nature. When the Credit system is carried on duly and pro- 
perly, and within legitimate limits, it is the most ingenious method 
ever devised for promoting commerce, and where it has been 
cautiously used, has marvellously succeeded in so doing. But it 
is a very trite remark, that the best things when corrupted, 
become the worst. This is eminently true of Paper Credit. 
Universal experience proves that there is nothing so dangerous 
and pernicious as for individuals to have an imdue facility for 
obtaining Credit. When Capitalis to be had on too easy terms, 
it fosters to an extravagant extent, the fatal propensity for 
embarking in all sorts of wild speculations, and pushing trade 
£u: beyond the possibility of being remunerative. 

The considerations we presented shewed the exaggerated 
ideas of the security of Eeal Bills. But there is at least this 
security in Eeal Bills, that as they only arise out of real transfers 
of Property, their number must be limited in the very nature 
of things. However bad or worthless they may be individually, 
they cannot be midtiplied beyond a certain extent. There is 
therefore a limit to the calamities they cause. But with 
Acconmiodation Paper there is no limit. A beggar may write 
upon bits of paper a million " Promises to pay " as easily as a 
Bothschild : and it is far more probable that he will do so ; a 
man without a farthing is proverbially the most reckless, because 
when the bubble bursts, it is a matter of no consequence to him ; 
he has nothing to lose : the misery and the ruin fall upon his 
unfortunate dupes. A man of real Capital will be cautious in 
his operations. A loss to him will be real, but a man who is not 
worth a sixpence is indifferent whether he loses £1,000 or 
£1,000,000. 
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This system of Accommodation Paper of different descrip- 
tions is one of immense importance in modem commerce, and its 
abuse has led to some of the most terrible mercantile cata- 
strophes on record. It is, however, so intimateljr interwoven 
with banking, that we shall defer any more mention of it till the 
next chapter, which treats of the operations of Banking. 

16« We have observed that so &r as regards Production, 
which in a scientific sense includes the Formation and Transfer 
of products, Credit, whenever it is applied, performs exactly 
the same 'function as Money. All commercial transactions on 
Credit are Sales. The absolute Property of the article passes 
from the vendor to the purchaser just exactly as if the price had 
been paid in Money. The only difference to the purchaser is 
that his profits are less, because the Credit price is higher than 
the Money price. So long as matters proceed smoothly, and 
transactions are profitable, the Bills generated by commerce are 
equivalent to so much Money. The difference arises when the 
sales are unprofitable and losses ensue. If the wholesale dealer 
buys from the manufacturer with ready money, and the specula^ 
tion is unfortunate, the whole loss &lls upon the dealer, the 
manufacturer does not lose; he has got his money. But if the 
manufacturer sells for Credit and the speculation is unfortunate, 
and a loss ensues, or if the wholesale dealer &ils from other 
reasons, the loss may fall upon him. When he has sold on 
Credit to the dealer his power over the goods is absolutely gone ; 
and if the bill is unpaid he cannot reclaim the goods, even if 
they are still in the possession of the purchaser : he has no more 
claim to them than any other creditor. Consequently if the 
dealer has not sufficient funds to pay his debts, the loss falls upon 
the original manufacturer. In this then consists the whole 
difference between sales on Credit and sales for Money, that if 
losses ensue, they may be differently distributed. No doubt 
the manufacturer finds that a Bill of Exchange is not so 
negotiable as a Bank Note or Money, but it is of the same 
nature, and must be placed in the same category. The Money 
is nothing but a Bill upon the whole community. Good bills do, 
to a considerable extent, circulate in commerce like money ; but 
the manufacturer generally finds it more convenient to sell the 
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bill to his banker, and how the banker buys it will be explained 
in the next chapter. 

Now we have shewn that Capital, in its most general sense, 
is not any particular thing, but simply an Economic Quantity, be 
it Currency or anything else, employed in reproductive opera- 
tions. In its general sense it is the Purchasing Power of the 
merchant, or it is the moving power at his command to generate 
a circulation of commodities, out of which he reaps his profits. 
The Money he has is the fruit of the services he has formerly 
done to the commtmity. Credit is also the power he has of 
drawing the goods from the possession of the manufacturer, and 
is the pledge of his skill in rendering future services to the 
community, by discerning then: wants and supplying them. The 
effect upon the market and upon prices is exactly the same 
whether purchases, i.e. circulation of commodities, be generated 
by Credit or by Real Capital, and the profits and losses are 
exactly the same to the coramimity, whether the operation be 
effected by Credit or by Eeal Capital. Hence it is seen how 
Mercantile Credit is Mercantile Capital. 

It has frequently been observed that all great inventions 
have an equalising tendency : the invention of gunpowder 
equalised the condition of the poorest foot soldier and the 
wealthiest knight, and it destroyed the supremacy of the knights : 
the invention of printing opened up the paths of knowledge to 
the poorest as well as to the rich, and destroyed the supremacy 
of wealth in the acquisition of science : the invention of steam 
and railroads has equalised the means of locomotion to the 
humble and to the wealthy ; so the invention of Credit has 
destroyed the supremacy of Money, and has provided the means 
for the most humble to place his foot on the ladder of opulence. 
It is a matter of common observation that nothing is so difiicult 
as the first step to wealth : that many men could get on if they 
ODuld only make a beginning. Now Credit supplies the means 
of attaining that first step to all. Credit is a mighty power, and 
no doubt, like other great engines, is liable to be abused : but it 
is entitled to take rank with gunpowder, printing, and steam, 
among the marvels of hmnan ingenuity ; and it has been the 
chief cause of the magnitude of modern commerce. 
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CHAPTER VI. 

THE THEOBT OF BANEIKG. 

On the Meaning of the word Bank. 

1, The word Bane originated in this way. In the year 1171 
the City of Venice was at war with both the eastern and western 
Empires. The finances were in a state of great disorder ; and 
the Great Council ordered a forced loan of 1 per cent, from every 
citizen, upon payment of interest at five per cent. Commis- 
sioners were appointed to manage the payment of the interest to 
the fimd holders and the transfers of the Stock. Such a loan has 
several names in Italian, such as Compera, Mutuo, but the most 
usual is Monte, a joint stock fund. The citizens received Stock 
certificates in exchange for the sums they paid, bearing interest, 
which they might sell or transfer to any one else. The original 
loan was called the Monte Vecchio : afterwards two other similar 
Loans were contracted which were called the Monte Nuovo and 
Monte Nuovissimo, 

At this period the Germans were masters of a great part of 
Italy ; and the German word Bancs came to be used as well as 
its Italian equivalent Monte : and was Italianised into Banco; 
and the loans, or Public Debts, were called indiflferently Monti or 
Banchi. 

Thus an English writer Benbrigge in 1646 speaks of llie 
^' three Banees of Venice " meaning the three public loans, or 
Monti. 

So a recent eminent Italian writer, Coimt Cibrario, says — 
" Regarding the Theory of Credit which I have said was in- 
vented by the Italian cities, it is known that the first Bane 
{banco) or Public Debt was erected at Venice in 1171. In the 
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13th century Paper Mooey is mentioned at Milan : the credit 
"was paid off. A Monte or Public Debt was established at 
Florence in 1336. 

" At Genoa, during the wars of the 14th century, the Bank of 
St. George was established, formed of the creditors of the State." 

So in Florio and Torriano's Italian Dictionary 1659, it says— 
" Monte — ^a standing Bank or Mount of money, as they have 
in divers cities of Italy, namely in Rome or Genoa." 

The Bake of Venice then was in reality the origin of the 
Funding System ; or the system of Public Debts : it did not for 
xnany centuries do any of what we call banking business. 

2. The meaning of the word Bank was the same in English 
when it was first introduced. 

Thus Bacon says — " Let it be no Bank or common stock, 
but every man master of his own money." 

So Gerard Malynes, a Mercantile writer in 1622, says — " In 
Italy there are Monies Fietatts, that is to say Mounts or Banks 
of Charity." 

Benbrigge in his " Usura Accommodata " in 1646 says — 
*' For their rescue may be collected Mons Pietatis sive Charitatis 
or Banke of Fieti/ or Charity, as they of Trent fitly call it. 
Again for borrowers in trade for their supply as their occasion 
fihall require ; may be erected Mons Negotiaiionia or Banke of 
Trade:' 

In the time of Cromwell many proposals were made to erect 
Banks in London. A merchant writing in 1658 says — " A Bank 
is a number of suflScient men of estates and credit joined together 
in Joint Stock, being as it were the general cash keepers, or 
treasurers of that place where they settled, letting out imaginary 
money (i.e. Credit) at interest at £2\ or £3 per cent, to trades- 
men, or others that agree with them for the same, and making 
payment thereof by assignation, and passing each man's account 
from one to another with much facility. and ease." 

So Blackstone says — "At Florence in 1344, Government 
owed £60,000, and being unable to pay it, formed the principal 
into an aggregate sum, called metaphorically, a Mount or Bank." 

The essential feature of all these " Banks " was that a number 
of persons placed their money in them and received in exchange 

L 
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for it, Credit, or a Promise to pay : which Credit they might 
transfer to any one else. 

The Bank of England was formed in a similar manner of a 
company of persons who advanced a sum of money to Grovem- 
ment, and received in exchange for it an Annuity. This was 
the foundation of our regular National Debt : and to the present 
day the Funds are Legally called ^^ Bank Annuities." 

On the Definition of a Bankbb. 

3. The Nature of a Bank therefore being to receive Money 
and issue Credit in exchange for it, the business of a *^ Banker '* 
is exactly the same. 

The Romans invented the business of banking. Boman 
bankers were called Argentarii : they received the money of their 
clients, who could give their creditors cheques on their bankers, 
as is the modern custom. We have already seen that they in- 
vented Bills of Exchange, and to send a draft or bill for money 
was called permutare. But about the first century a.d. a pro- 
vincial Latin word camhio (^-ire or -tare) began to be used instead 
of permutare : and eventually entirely superseded it. And those 
persons who followed the business of the Roman Argentarii came 
in the course of the middle ages to be called Cambitores, or 
Camhiatores. As Commerce increased in the prosperity of the 
eleventh century, they established correspondents in various parts 
of Europe and drew bills upon them called LittercB Camhitoria 
or Bills of Exchange. 

Afterwards when the word Banco came into use, as their 
business was similar in its nature, they came to be called Ban- 
chteriy and the drafts they issued Litieroe bancales. 

Galiani, an Italian writer, says — " The first Banks were in the 
hands of private persons with whom people deposited Money, 
and firom whom they received Bills of Credit, and who were 
governed by the same rules as the public Banks are now. And 
thus the Italians have not only been the fethers, and the masters, 
and the arbiters of commerce : so that in all Europe they have 
been the depositaries of money and are called Bankers." 

Genovesi says — " These Monti were at first administered with 
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scrupnlous fidelity, as are all human institutions made in the 
heat of virtue. From which it came to pass that many placed 
their money in deposit, and as a security received Paper which 
was called and is still called Bills of Credit. Thus private banks 
were established among us, whose Bills of Credit acquired gra- 
dually a great circulation^ and increased the quantity of signs 
and the velocity of Commerce." 

Also — " The Bill of Exchange is called drawn by him who 
sells it, and is called remitted on the part of the correspondent 
who must pay it. Those who make this their special business 
are called Cambists, and Bankers in the language of the great 
commerce of Europe." 

The essential feature of a " Banker " is that when his cus- 
tomers place money with him, it becomes his absolute property 
to deal with as he pleases, and he is in no way accountable to 
them for the purposes he applies the money to. The customers 
of a " banker " cede to him absolutely the property in their 
money ; and receive in exchange for it the Right to have an 
equal sum paid back on demand. A banker, therefore, is not 
the Trustee of his customers, but simply their Debtor. 

And this was always regarded as the essential feature of a 
" banker." Marquardus says — '* And by * banking ' is meant a 
certain species of trading in money, under the sanction of public 
authority, in which money is placed with bankers (who are also 
called Cashiers and Depositaries of money), for the security of 
Creditors and the convenience of Debtors, in such a way that 
the Property in the money passes to them : but always on this 
condition understood, that any one who places his money with 
them may have it back whenever he pleases." 

Thus a " Banker " always buys money with his Credit : and 
moreover when he buys Commercial Debts, he always does it 
with his Credit also and not with cash. This is the essential 
distinction between a " Banker " and a bill discounter, that a 
banker always buys Bills with his Credit, and a bill discounter 
with cash. Hence when a Bill discounter has invested all the 
cash in his possession, either his own, or what others have placed 
with him, in this way, he is at the end of his resources. But a 
Banker always buys Commercial Debts with his own Credit, or 

l2 
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with his promise to pay : and experience shews that his Credit 
may exceed several times the cash in his possession. How many 
times his Credit may safely exceed his cash, may differ in differ- 
ent localities : and in different methods of doing business : but 
at all events it may do so several times. Thus the essence of the 
business of banking is to create Credit. This Credit is of 
course made payable in money, but in practice it is very rarely 
actually paid in money. We have shewn above that a mutual 
release of debts is absolutely equivalent to a reciprocal payment 
of debts ; and by the modem banking system, the enormously 
greater proportion of banking Credit is extinguished by mutual 
releases of debts. 

This is the true definition of a " Banker " — 

A Banker is a Trader who buys Money , or Money aiid Debts, 
by creating other Debts, 

A banker, then, is a trader who keeps an open shop for 
the sale of Credit : he may, it is true, add other species of 
money dealing to his business : but the above is the essential 
definition of " Banking." The first business of a banker is not 
to lend money to others, but to collect money from others. 

On the CuRRENCT Principle.. 

4. The express function of a Bank then being to create 
Credit, we must now explain a phrase which has been frequently 
used in recent times, and which must be fully understood before 
we come to the exposition of the system which the Bank Charter 
Act of 1844 is designed to carry out. . 

Many writers have maintained that a Bank shotdd only be 
allowed to create exactly as much Credit as the specie paid in, 
and that its sole function should be to exchange Credit for specie, 
and specie for Credit : and that the quantity of its Credit should 
always be exactly the same as the specie it displaces. Thifl 
principle is called by its advocates the " Currency Principle : " 
and they assert that any creation of Credit in excess of the specie 
it displaces causes a depreciation of the Currency. 

Many Banks have been constructed on this principle} 
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especially those of Yenlce, .Amsterdam, Hamburg, and sevcial 
others. 

These places, small in themselves, were the centres of a great 
£}reign commerce ; and as a natural consequence, an immense 
quantity of coin of all sorts, of different countries and denomina- 
tions, was brought by the foreigners who resorted to them. 
These coins were moreover greatly clipped, worn, and diminished. 
This degraded state of the current coin produced intolerable in- 
convenience, disorder, and confusion among merchants, who 
when they had to make or receive payment of their bills, 
had to offer or receive a bagful of all sorts of different coins. 
The settlement of these bills, therefore, involved perpetual dis- 
putes — which coins were to be received, and which were not, 
and how much each was to count for. In order to remedy this 
it became absolutely necessary that some fixed uniform standard 
of payment should be devised, to insure regularity and a just 
discharge of debts. In order to do this the Magistrates of these 
cities instituted a Bank of Deposit, in which every merchant 
placed all his coins of different kinds and nations. These were 
all weighed, and the Bank gave him Credit, either in the form of 
Notes, or a Credit in their books, exactly corresponding to the 
real amount of the bullion deposited. The owner of this Credit 
was entitled to have it paid in full weighted coin on demand* 
These Credits, therefore, always insured a uniform standard of 
payment: and it was enacted that all bills upon these respective 
cities, above a certain amount, should be paid in these Bank 
Credits, which were called Bank Money. The consequence was 
evident ; as this Bank Credit, or Bank Money, was always ex- 
changeable for money of full weight on demand, it was always 
at a premium, or agio, as compared with the worn, clipped, and 
degraded money in circulation. The difference was usually from 
5 to 9 per cent, in the different cities. The expression agio or 
premium, is likely to mislead, besause it is clear that it was the 
Bank Money which was the true standard, and the current 
Money which was at a discount. These Banks professed to keep 
all the coin and bullion deposited with them in their vaults. 
They made no use of it in the way of business, as by discount- 
ing bills. Thus the Credit created was exactly equal to the 
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specie deposited ; and their sole function was to excliange specie 
for Credit, and Credit for specie. 

These Banks were examples of the Currency Principle. 
They were of no further use to commerce than that they served 
as a safe place to keep money in ; and they insured a tmif orm 
standard of payment for Debts. They made no profit by their 
business ; but those who kept their accoimts with them paid cer- 
tain fees to defray the expenses of the establishment. 

We do not m any way discuss the soundness of this prin- 
ciple : our only object is to state clearly what the principle is. 

On the Mechanism of Banking. 

5. Banks of the nature of those of Venice, Amsterdam, and 
Hamburg, never existed in this country ; and we must now ex- 
plain the mechanism of that great system of commerce in Debts, 
Credits, or Rights of action, called '^ Banking " as it has been 
carried on in this country. 

It was during the civil war, as we have shewn elserwhere, 
that the Goldsmiths of London began to receive the cash of the 
merchants in deposit. They not only agreed to repay it on 
demand, but to pay 6 per cent, per annum for the use of it. Con- 
sequently in order to enable them to do that, it necessarily be- 
came their Property to trade with as they thought best. They 
were not the Trustees of the money, but its Proprietors ; and 
it was not placed with them as a Depositum to be restored in 
specie ; but it became theirs as a Mutuum to be restored in genere : 
and therefore they received it as ** bankers/' 

When therefore these Goldsmith-Bankers received this money 
in deposit, they gave in exchange for it, or " issued " to their 
customers, a Credit, or Right of action, to have an equal amount 
of money back on demand. And it must be observed that it is 
this banker's Credit, or Right of action, which in banking lan- 
guage is termed a Deposit. The Money itself is called an 
Asset. 

6, Let us for the present leave out of consideration any 
private property the goldsmiths may have had, and for the sake 
of convenience let us deal with small figures. Suppose the 
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goldsmitli has £10,000 deposited with him by his customers ; 
then as he has created an equal amount of Credit, Debt, or 
Rights of action against himself, which in banking language are 
called Deposits, in exchange for this money his accounts would 
stand thus — 

Liabilities' I Assets. 

Deposits . . £10^000 1 Cash . . . £10,000 

Now experience would soon shew him that if some of his 
customers demanded payment of their Deposits, or Credits, from 
day to day, others would probably pay in about an equal sum, 
so that at the end of the day there would probably not be much 
difference in his cash. In practice it will be found that in ordi- 
nary times, a banker's balance in cash will seldom differ by more 
than one 36th part from day to day. So that if he retains one 
tenth part of his cash to meet any demands for payment that 
may be made, that is ample and sufficient in ordinary times. 

The goldsmith, then, in the above case, if he kept £1000 in 
cash might trade with the remainder so as to produce profits to 
pay interest upon the whole. 

They found that the most eligible mode of trading was to 
buy, or discount Commercial Debts, in the form of Bills of 
Exchange. 

Now we have observed above that " bankers " invariably buy, 
or discount, Commercial Bills, with their own Credit in the first 
instance. The banker, therefore, would see that if an amount 
of cash was sufficient to support the Credit of ten times that 
amount of liabilities, he might safely buy Debts to several times 
the amount of cash in his hands. With such an amount of cash 
as £9000, he might safely buy £40,000 of Commercial Bills. 
Now supposing the Eate of Discount was 8 per cent, per ann., 
and the bills at three months, the discount on this sum would be 
£800. Consequently in exchange for Commercial Debts to the 
amount of £40,000, he would create Credit against himself to 
the amount of £39,200. But the Credit he places to the 
accounts of his customers, or the Liabilities he creates against 
himself, is called a Deposit, equally as the Credit created in 
exchange for cash. 
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Hence just afler purchasing these Bills his accounts would 
stand thus — 



Liabilities, 
Deposits . . £49,200 



£49,200 



Assets* 

Cash . . . £10,000 
Bills of Exchange . 40,000 



£50,000. 



Now by this process the " banker '* has added £39,200 of Credit 
to the previously existing Cash ; and his Profit is clear, he gains 
8 per cent, on the £40,000 and he pays 6 per cent, on the 
Deposits, or Credit left unclaimed. 

Now this is what the business of '^ banking *' consists in ; and 
hence the correctness of the definition of a '^ banker " given abcve 
is manifest : — 

A Banker is a Trader whose business consists in buying Money 
and Debts, by creating other Debts, 

Thus it is seen that the essential and distinctive feature of a 
'^ bank *' and a ^' banker " is to issue Credit payable on demand, 
and this Credit may be put into circulation, as we shall see 
presently, and serve as Money. 

The banker, then, having created these Credits or Rights of 
action, or Deposits, his customers might utilise them in three 
ways — 

1. They might demand payment in cash : if they did so the 
banker's liability was extinguished. 

2. The banker, if his customers wished it, gave them his 
Promissory Note to pay them, or the bearer, such simi as they 
might wish, on demand : this neither created nor extinguished a 
liability, it merely recorded it on paper, for the convenience of 
transferring it to some one else. This Promise to pay was at 
first called a Goldsmith's note, and is now called a Bank Note. 

3dly. If the customer wished to make a payment he might 
write a note to his banker desiring him to pay the money to 
some particular person, or to his order, or to bearer. These 
notes were formerly called Cash Notes, but are now called 
Cheques. 

Like a Bank Note, a Cheque does not create any new Right, 
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it merely records on paper a Right which already exists, and it 
is used for the purpose of transferring that Right to some one else. 

It is to be observed that all Banks whatever are Banks of 
" Issue." The very meaning of the word to " Bank " is to 
" issue " a Right of action or Credit, in exchange for Money or 
other Debts ; and when once the banker has " issued " this 
Right of action to his customer by writing it down to his 
Credit, it makes not the slightest difiereDce in his liability 
whether he delivers his own Promissory Notes to his customer, 
or whether he merely creates the Credit, and gives him the 
Hight to transfer it to some one else by means of a Cheque. 

7, The preceding considerations shew what a complete 
mistake it is of the nature of " banking," to say that bankers 
are merely agents between persons who want to lend and persons 
who wish to borrow. This is entirely imtrue in the ordinary 
sense of the words lending and borrowing : because in the 
ordinary case of ** lending," the lender deprives himself of the 
use of the capital he lends. But when a person pays in money 
to his banker^s, it is not his intention to deprive himself of the 
use of it : on the contrary he means to have as free use of it as 
if it were in his own purse. The customer, therefore, lends his 
money to his banker, but yet at the same time has the free use 
of it — the banker employs that money in promoting trade ; upon 
the strength of its being deposited with him, he buys debts with 
his Promises to pay, several times exceeding the amoimt of the 
cash placed with him, and the persons who sell him their debts 
have the free use of the very same coin which the lender has 
the same right to demand. Thus the lender and tlie borrower 
have the same right at the same time to the free use of the same 
money : and all banking depends on the calculation that only a 
certain small portion of each set of customers will demand the 
actual cash, but that the majority will be satisfied with the mere 
" promise," or the Credit. 

Banking is a species of insurance : it is theoretically possible 
that a banker may be called upon to pay all his liabilities at 
once : just as it is theoretically possible that all the lives insured 
in an office may drop at the same instant : or it is theoretically 
possible that all the houses insured in an office might be burnt 
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at the same time. But all insuraDce and banking is based upon 
the expectation that these contingencies will not happen. A 
banker multiplies his liabilities to pay on demand, and keeps bj 
him a sufficient amount of cash to insure the immediate payment 
of all claims which are likely to be demanded at one time. If 
a pressure comes upon him he must sell some of the securities he 
has bought, or borrow money on them. 

When the customer discounts the bill with his banker he 
parts with the property in it just as when he sells any other 
article. The bill becomes the absolute property of the banker, 
which he may sell again, or pledge, or deal with in any way that 
suits his own interest best. The banker does not get payment 
from his own customer but from the acceptor of the bill. He 
buys the bill from his own customer, and sells it to the acceptor : 
merely retaining his own customer as a security in case the bill 
is not paid. The bills in the portfolio of a banker are exactly 
similar to the goods in the shop of a retail dealer. The retail 
dealer buys the goods from the wholesale dealer, and sells them 
at a higher price to his customers : and as he makes a profit by 
so doing, the goods are Capital to him. Bills are goods, or 
merchandise, which the banker buys from his own customers at 
a discount and sells them at a higher price to the acceptors : and 
as he makes a profit by so doing, the bills are Capital to him 
precisely in the same way as the goods in the shop of ai^y retail 
dealer. 

8. London bankers continued to issue their own notes till 
nearly the end of the last century ; the last London banker's 
note we have seen is dated 1793 : but they never were forbidden 
to issue notes till the Bank Act of 1844. Consequently if a 
customer has a Credit in a bank at the present day he can only 
draw out the cash ; or give a cheque for it to some one else. 
It is sometimes supposed from this that the London banks are 
Banks of Deposit like those of Venice, Amsterdam, and Hamburg. 
This however is a very great error. All banks purchase Money 
and Bills by " issuing " Credit, or Eights of action, against 
themselves : they create Credit exactly as they have always done : 
the only difference is that they have discontinued one of the 
methods in which they formerly allowed their customers to put 
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it into circiilation : but thej continue the other. Customers 
can only now circulate Bank Credits by Cheques, and not by 
Cheques or Bank Notes ; but the Credit created is exactly the 
same. 

9. It is necessary to advert to an error which is very 
common, and to warn the reader against. Many persons not 
being aware that the word " Deposit " in banking language 
means the Credit created in exchange for Money and Bills, 
when they hear or read that a Bank has such an amount of 
Deposits, conceive that the Bank has that amount of cash to trade 
with. When it is said that a great London Joint Stock Bank 
has perhaps £25,000,000 of " Deposits " it is almost imiversally 
believed that it has 25 millions of actual money to " lend out," 
as it is erroneously called. And every half year we see sum- 
maries in the newspapers shewing that the Joint Stock Banks 
have in the aggregate perhaps £200,000,000 of Deposits, and it 
is supposed that they have that quantity of money to trade with. 
But it is a complete and entire delusion. These 200 millions 
of *' deposits " are not " deposits " in cash at all : they are pure 
Credit, and are exactly equivalent to so many Bank Notes. 
They are nothing but an enormous superstructure of Credit, 
built up on a comparatively small basis of bullion, exactly like 
the note circulation. These figures do not shew the quantity 
of cash at the command of the banks to trade with : but they 
shew the quantity of Business they have done, and the liabilities 
they have created. These apparent Deposits, then, which so 
many writers think are Cash, are nothing but the Credit the 
banks have created in exchange for the Cash and Bills which 
figure on the other side of the balance sheet as Assets. 

These considerations give an explanation of some very well 
known phenomena respecting Joint Stock Banks which publish 
their accounts, and give interest on "Deposits," according to 
the rate of discount. When the Eate of discount rises very 
high it is universally observed that the apparent " deposits " in 
banks decline, and it is very commonly explained by saying that 
when interest rises very high people take their money out of 
banks to invest it in other ways. But such an explanation is 
paradoxical on the face of it. Banks raise the rate of interest to 
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attract money not to dri^e it awaj. Besides if one asks con- 
tractors, or builders at such periods, they will say that work is 
stopped because people put their money into banks for the sake 
of the high interest. Thus we meet with two diametrically 
contrary assertions as to the flow of money at such periods ; but 
if we understand the real nature of these so called " deposits ** 
the reason of their diminution is plain : because when the rate 
of discount rises very high, it stops the discount of bills, it stops 
the creation of Credit ; in fact it is not a diminution of Deposits 
in casky but it is a contraction of Credit. 

This erroneous notion of the real meaning and nature of 
'' deposits *' in banking language may lead to great mistakes 
in estimating the stability of a bank. That depends on a due 
proportion being kept between the Deposits or the liabilities 
and the cash : and it may very well happen that while the 
"deposits" were apparently mounting up, and might lead 
many persons to believe that the actual quantity of cash was 
increased, it might be nothing, perhaps, but a dangerous extension 
of Credit. And if this were carried to too great a length, the 
bank might be in the most dangerous position just when it was 
apparently most flourishing. A private banker on a large scale 
may have an application to place £10,000 to the credit of a 
customer : if he does so it immediately counts as a " Deposit " in 
banking accounts. A railway company may request their 
banker to place £100,000 to their credit. If the bank does this 
such a transaction goes to swell up the figures of the " Deposits " 
in their published accounts, which may lead to very erroneous 
inferences by the public who do not know the mode in which 
banking accounts are made up. 

10. A " banker " then having purchased either money or 
Securities from his customers by crejiting or issuing Rights of 
action, or Deposits, we have now to consider how the customer 
may operate upon these Credits. Every banker does business 
exactly in the same way, and when their respective customers 
begin to operate by means of Cheques, the following different 
results may ensue — 

1, The actual money may be drawn out. 
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2. The Credit may be transferred to the account of another 
customer of the same bank. 

3. It may be an order to pay another bank. But in this 
case if the Bank A is ordered to pay the Bank B so much, the 
chatices are that B will be ordered to pay A very much the same 
amount. If the claims of the two banks on each other are 
exactly equal, the respective Cheques, or orders, are interchanged, 
and the Credits readjusted to the different customers* accoimts 
accordingly, without any payment in money. If it should happen 
that the claims of all banks against each other exactly balanced, 
any amount of business might be carried on without requiring 
a single coin. If the mutual claims of the difierent banks against 
each other do not exactly balance, it is only necessary to pay the 
differences in coin. ^ 

We have seen that the transfer of a Credit from the account 
of one customer to that of another in a Bank is exactly equivalent 
to a payment in money. There is an office for the express 
purpose of effecting these transfers of Credit from one bank to 
another. This office is called the Clearing House, and we have 
given an account of it in a subsequent chapter. By its means 
all the Banks which make use of it are practically united into 
one huge Bank for the purpose of transferring Credits from one 
to another. During the course of the year 1874 upwards of 
£6,000,000,000 of Credits, or Debts, were interchanged, or 
transferred from different banks to each other, by means of the 
Clearing House. And just as Banks are brought into a closer 
degree of relationship with each other by such means, the less 
is the quantity of coin required to carry on the business of the 
country : or rather the more gigantic is the superstructure of 
Credit which may be reared up on a given basis of specie : and 
in fact the stupendous amount of Liabilities, or Credit, which 
the perfection of the present banking system of London has 
permitted to be erected on a small basis of specie, has already 
Id^uu to inspire uneasiness among well-informed persons. 

From the foregoing considerations we see that a merchant 
deals with Credit; but a banker is a dealer in Credit. A 
merchant brings his Debts payable some time after date, for sale, 
and by a flourish of his pen, the banker buys them in exchange 
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for Debts payable iDstantly, which have precisely the Bune 
effect in commerce as so many sovereigns. He reaps exactly the 
same profit by creating a Credit in favour of his customer, as if 
he gave him the actual cash. And the Cheques drawn against these 
Credits so created by the banker circulate commodities exactly 
in the same way that Bank Notes do, which circxdate commoditiefl 
exactly in the same way that gold coin does. ConsequentLy 
these Bank Credits, so created by the banker, are exactly equal in 
their practical effects to the creation of so much gold, 

11. As we have seen that the nature of discounting bills of 
exchange is buying Debts, which are to be considered just like 
any other articles of commerce, it follows that the same laws 
govern their exchangeable relations as those of any other 
quantities. The first duty of a banker is to maintain his own 
position, which he can only do by maintaining a certain proportion 
between his cash and his promises to pay, or his liabilities : and 
that proportion must vary from time to time, accordiog to 
circumstances. In time of a general &ilure of Credit, he must 
maintain a very much larger portion of Cash compared to 
liabilities than in times of general confidence. Under sach 
circumstances, his duty is to contract his liabilities, which he 
must do either by refusing to buy Debts altogether, or else by 
giving a lower price for them i.e. raising the Rate of Discount 
And a general rise of the Hate of Discount has a tendency to 
discourage the offering of Debts for sale, just as a low price of 
anything else discourages its being offered for sale, except by 
those who positively require the cash. 

On the other hand this lowering of the price of Debts, i.e. this 
increase of the Value of Money, or the raising of the Rate of 
Discount, has an inevitable tendency to attract bullion from 
where it is more abundant, i.e. where the Rate of Discount ia 
lower. Wherever Debts are to be bought cheap thither will 
bullion fly to buy them ; wherever Debts are sold dear, that ifl 
wherever Money is to be bought cheap, thither will Debts fly 
to be sold, and there will competitors be to buy money. Con- 
sequently it is an infallible law of nature that whenever the 
price of Debts differs in two markets by more than sufficient to 
defray the expenses of sending bullion, it will cause an immediate 
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flow of bullion to that market where Debts are to be bought 
cheapest, ue, where the Rate of Discount is highest. That is to 
sajy if the Hate of Discount at Paris is greater than at London 
bj more than sufficient to cover the expense of sending bullion 
from London to Paris, Debts will fly from Paris to London to 
buy bullion, and Bullion will flj from London to Pans to buy 
Debts. 

The exchangeable relations of Money and Debts will obey 
exactly the same Laws as the exchangeable relations of money 
and wheat. Consequently if left free and imcontroUed the price 
of Debts has a natural tendency towards equilibrium in different 
markets. 

On Cash Credits. 

12« The Credit created by the Bankers in the operations just 
described was employed to buy Commercial Bills, which arose 
out of the transfer of Commodities, and we have seen that they 
create Credit to several times the amount of cash in their 
possession. We have now to describe a species of Credit of a 
totally different sort, invented in Scotland, and to which the 
marvellous progress and prosperity of that country is mainly due. 

The Bank of Scotland began to issue £1 notes about the 
beginning of the last century. In 1727 another Bank was 
founded named the Royal Bank. Li the very contracted sphere 
of Scottish commerce at that time, there were not sufficient 
Commercial BiUs to exhaust the Credit of the Banks. They 
had as it were a superfluity of Credit on hand, and the Royal 
Bank devised a new means of getting it into circulation. 

It agreed on receiving sufficient guarantees to open or create 
Credits in favour of respectable and trustworthy persons. 

A Cash Credit is therefore simply a drawing account, created 
in fevour of a customer, upon which he may operate in precisely 
the same manner, as on a common drawing kccount. The only 
difference being that instead of receiving interest upon the daily 
balance to his Credit, as is very commonly the custom in Scotland, 
he pays interest on the daily balance at his debit. It is thus an 
inverse drawing account. 
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• 

All these advances are made exclusively in the BanVs own 
notes, and they are not made on the basis of any preyionB trans- 
action. 

13. Cash Credits are applicable to a totally different class of 
transactions from those which give rise to Bills of Exchange, and 
we will now explain their nature more ftdly. 

Every man in business, however humble or however extensive, 
must necessarily keep a certain portion of ready money by him 
to answer immediate demands for small daily expenses, wages, 
and other things. This would of course be Inuch more pro- 
fitably employed in his business, where it might produce a 
profit of 15 or 20 per cent, instead of lying idle. But unless the 
trader knew that he could command it at a moment's notice, he 
would always be obliged to keep a certain portion of ready 
money in his own till, or he must be able to command the use 
of some one else's till. Now one object of a Cash Credit is to 
supply this convenience to the trader, to enable him to invest the 
whole of his capital in trade, and upon proper security being 
given, to furnish him with the accommodation of a till at a 
moment's notice, in such small sums as he may require, on his 
paying a moderate interest for the accommodation. 

Almost every young man commencing business in Scotland 
does it by means of a Cash Credit. A young solicitor for instance 
in England must have a very considerable amount of ready 
money to begin business with any ease to himself, as he is 
expected to make disbursements before he can get in payments 
from his clients. But in Scotland this is done by means of a 
Cash Credit which is guaranteed by his friends. 

14. These Credits are granted to all classes of society, to the 
poor as freely as to the rich. Everything depends upon character. 
Young men in the humblest walks of life inspire their friends with 
confidence in their steadiness and judgment, and they become 
sureties for them on a Cash Credit. This is exactly the same 
thing as money to them, and then they have the means placed 
within their reach of rising to any extent to which their abilities 
and industry permit them. Multitudes of men who have raised 
themselves to enormous wealth, began life with nothing but a 
Cash Credit. As one example among thousands, Mr. Monteith, 
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M.P. told* the Committee of the House of Commons in 1826 
that he was a manufacturer, employing at that time 4,000 hands, 
and that with the exception of the merest, trifle of capital, lent 
to him, and which he very soon paid off, he began the world 
with nothing but a Cash Credit. 

The banks usually limit their advance to a certain moderate 
amoimt varying from j^lOO to £1,000 in general, and they 
always take several sureties in each case, never less than two, 
and frequently many more, to cover any possible losses that may 
arise. These cautioners, as they are termed in Scotch Law, keep 
a watchful eye on the proceedings of the customer, and have 
always the right of inspecting his accoimt with the bank and of 
stopping it at any time, if irregular. These Credits are not 
meant to degenerate into dead loans, but they are required to 
be constantly operated upon by paying in and drawing out. 

The enormous amount of transactions carried on by this 
kind of accounts may be judged of by the evidence given before 
the Committee of the Commons in 1826. It was stated that 
on a Credit of £1,000, operations to the extent of £50,000 took 
place in a single week. Its effects therefore were exactly the 
same as if there had been 1,000 sovereigns. Others stated that 
on a Cash Credit of £500 operations to the amount of £70,000 
took place in a year. One witness stated that during 21 years 
in a very moderately sized country bank, operations had taken 
place to the amount of nearly £90,000,000, and that there never 
had been but one loss of £200 on one accoimt ; and that the whole 
losses of the bank during that period did not exceed £1,200. 
Now this immense mass of transactions was effected by creations 
of pure Credit. At that time it was conjectured that there 
were about 12,000 Cash Credits guaranteed to persons in 
Scotland, and that there were about 40,000 persons as sureties, 
"who were interested in the integrity, prudence, and success of 
the others. The witnesses before the Lords declared that the 
effects of these were most remarkable on the morals of the 
people. 

15. But the operation of these Cash Credits is immensely 
extended beyond Commerce, and their advantages are more 
openly and strikingly displayed in the prodigious stimulus they 

M 
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have given to the agriculture of Scotland. They have indeed 
been the principal means of making it what it is. In the 
Scottish system of farming, leases ahnost universally prevail, and 
a fiirm is not entrusted to a man who is not educated to his 
business. He usually enjoys nineteen years' security of tenure; 
or where leases are granted for the purpose of reclaiming land, 
for much longer periods. Now suppose a farmer is known to be 
active, skiHul, and industrious, and obtains a &rm upon lease^ 
which is capable of great improvement, be goes to the bank, and 
upon the security of the lease and some friends who become 
sureties for him, the Bank grants him a Cash Credit With this 
advance — ^pure Credit — ^he reclaims the land, employs the 
people, reaps the harvest, and, when it is gathered, pays back the 
loan. 

It was in this manner that the prodigious progress in agri- 
culture was made in Scotland. There were immense quantities 
of reclaimable land, and abimdance of imemployed people, but 
no Capital, or Money, to set their industry in motion. Seeing 
this state of matters the Banks opened branches in numerous 
parts of the country and sent down boxes of £1 notes, and 
granted Gash Credits to the farmers. These notes were universally 
received as readily as Coin. The farmers made their purchases 
and paid wages with them : and immense tracts of barren land 
were changed into fertile com fields. Now these £l notes were 
not a substitute for any specie, they did not supersede or dis- 
place any previously existing money, they were a pure addition 
to the existing money ; they were in fact exactly equivalent to 
the creation of so much gold. 

Commerce and agriculture, therefore, received their pro- 
digious stimulus from these Cash Credits. But they were of 
equal use in a public point of view. Almost all the great public 
works of every description were created by means of these Gash 
Credits. One witness stated that the Forth and Clyde Canal 
was executed by means of a Cash Credit of jS40,000 granted by 
the Royal Bank. And in exactly a similar way whenever any 
other great public works are to be done, such as roads, bridges^ 
canals, railways, docks, &c, the invariable course is to obtain a 
Jaj'ge Cash Credit at one of the Banks. 
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The advantage to the person who has the Cash Credit is that 
he only pays interest from day to day on the sum he actually 
has at his Debit, whereas in discounting a Bill of Exchange, he 
pays interest on the whole amoimt of his Credit, whether he uses 
it or not, and discoimt is a trifle more expensive than interest. 
The Bank would therefore naturally prefer to employ its re- 
sources by way of discount if it could, rather than Cash Credits. 
There is also a further disadvantage attending them, that they 
cannot be called up on a sudden emergency : and if there should 
be a run upon the bank the security cannot be negotiated like a 
Bill of Exchange. It is, therefore, only where a Bank has a 
superfluity of Credit which it cannot employ profitably, that it 
would resort to Ca»h Credits, and also when there is but a slight 
chance of a nm upon it. 

For these reasons Cash Credits have always been looked upon 
with very unfavourable eyes by London bankers, and for very 
good reasons. In the first place their Credit, untD recently, was 
not so solid and well established as that of the principal Scotch 
Banks. These originated Cash Credits in consequence of their 
power of issuing j^l notes ; and London bankers do not issue 
circulating Credit in the form of notes — they can always find 
employment for their cash — and they are more liable to runs. 

All these marvellous results, which have raised Scotland from 
the lowest state of barbarism up to her present proud position in 
the space of 150 years, are the children of pure Credit. It is no 
exaggeration whatever^ but a melancholy truth, that at the 
period of the Revolution of 1688 and the establishment of the 
Bank of Scotland, that coimtry, partly owing to such a series of 
disasters as cannot be paralleled in the history of any other in- 
dependent nation, and partly owing to its position in the very 
outskirts of the civilised world, and &r removed from the 
humanising influence of Commerce, divided in fact into two 
nations, aliens in blood and language, was the most utterly bar- 
barous, savage, and lawless kingdom in Europe. And it is 
equally undeniable that the two great causes of her rapid rise 
in civilisation and wealth have been her systems of national 
education and banking. Her system of banking has been of 
infinitely greater service to her than mines of gold and silver. 

m2 
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Mines of the precious metals would probably haye demoralised 
her people. But ber banking system has tended inunensely to 
call forth every manly virtue. In the character of her own 
people, in their steadiness, their integrity, their honour, Scotland 
has found wealth infinitely more beneficial to her than the mines 
of Mexico and Peru. 

Now we observe that these Cash Credits which have produced 
such marvellous results are purely of the nature of Accommoda- 
tion Paper in England. They are not based upon any previoiw 
operations, nor upon the transfer of commodities already in 
existence. They are created for the express pui*pose of creating 
or forming future products, which woidd either have had no 
existence at all but for them, or, at all events, it woidd have been 
deferred for a very long period, until solid money could have 
been obtained to produce them. Thus we have an enormons 
mass of exchangeable property, created by the mere will of the 
bank and its customers, which produces all the effects of 
solid gold and silver, and when it has done its work it vanishes 
again into nothing, at the will of the same persons who called it 
into existence. 

Hence we see that the mere will of man has created vast 

masses of wealth out of Nothing^ and then Decreated them 

into Nothing, which having served their purpose after a time 

were 

** Melted into air, into thin air." 

But their solid results have by no means faded like the base- 
less fabric of a vision, leaving not a rack behind. On the con- 
trary their solid results have been her fer famed agriculture ; the 
manufactures of Glasgow and Paisley ; the imrivalled steam ships 
of the Clyde ; great public works of all sorts, canals, railroads, road^ 
bridges ; and poor yoimg men converted into princely merchants. 

On Accommodation Bills. 

16. We now come to a species of Credit, which will demand 
great attention, because it is the curse and plague spot of CJom- 
merce, and it has been the great cause of those frightful com- 
mercial crises, which seem to recur periodically ; and yet lihoTigh 
there can b« no doubt that it is in many cases essentially fraiidu- 
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lent, jet it is of so subtle a nature as to defy all powers of 
Legislation to cope with it. 

We have shewn by the exposition of the system of Cash 
Credits, that there is nothing essentially dangerous or fraudulent 
in a Credit being created for the purpose of promoting future 
operations. On the contrary, such Credits have been one of the 
most powerful weapons ever devised by the ingenuity of man to 
promote the prosperity of the country. A certain species of this 
Credit, however, having been grossly misused for fraudulent pur- 
poses, and having produced great calamities, we must now 
examine wherein the danger and the fraud of this particular form 
of Credit lie. 

When a Bill of Exchange is given in exchange for goods 
actually purchased at the time, it is called a Real Bill, and it is 
supposed by many writers, and even by many commercial men, 
that there is something essentially safe in it ; because as the 
goods have been received for it, it is supposed that they are 
always there to provide for the payment of it ; and that only 
80 much Credit is created as there are goods to redeem it. 

But such ideas are highly erroneous. A Bill of Exchange, 
it is true, only arises out of a transfer of goods : but then a fresh 
bill is created at each transfer. In the ordinary course of busi- 
ness, there will always be in general, at least twice the amoimt 
of bills to what there are goods. But if twenty transfers took 
place, twenty bills would be created. If goods to the amount of 
£100 were transferred twenty times, supposing even that the 
price of the goods did not change, which it most assuredly would, 
there would be Credit created to the amount of £2,000. And 
it would only be the last holder of the goods who would have 
them, and be enabled to devote the proceeds to the payment of 
the last bill only. The remaining nineteen bills must evidently 
depend upon other sources for payment. 

The security, therefore, which is supposed to reside in Real 
Bills, on account of their being founded on the transfer of goods, 
is shewn to be to a great extent imaginary. Suppose however 
that A sees that a profitable operation may be done. The Bank 
will not, as traders do, make him an advance on his own name 
alone. It must have at least two names. A therefore goes to B, 
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and gets Him to join him as security to the bank, on engaging to 
find the funds to meet the bill when due. A then draws a bill on' 
B, who accepts it to accommodate A, as it is called, and such a 
Bill is called an Accommodation Bill, 

The Bill thus created without any consideration, as it is 
termed in legal language, or in common language without any 
transfer of goods, may be taken to a banker to be discounted 
like any other bill: an operation may be performed, and if 
successful the bill may be paid with the proceeds. 

Stated therefore in this way, there is nothing more objection- 
able in such an Accommodation Bill than in any ordinary Heal 
Bill. The security is just the same in one case as in the other. 
In the one case goods have been purchased, which will pay the 
bill : in the other case goods are to he purchased, whose proceeds 
are to pay the Bill. In fact we may say that all Commercial 
Credit is of this nature, because a Credit is created to purchase 
the goods whose proceeds are to pay it. There is, therefore, 
clearly nothing in the nature of this paper worse than in the 
other, and when carefully used, nothing more dangerous. Cash 
Credits, which have been one of the safest and most profitable 
parts of Scotch banking, and have done so much for the country, 
are all of this nature. They were created without any anterior 
operation, for the express purpose of stimulating future opera- 
tions out of which the Credit was to be redeemed. There is, 
therefore, not anything more criminal, atrocious, and vicious in 
the one system rather than in the other. Or if there be, the 
criminality and atrocity must lie in the difference between have 
been and is to he, 

17. Nevertheless as it is indubitably certain that most of 
those terrible commercial crises which have so frequently con- 
vulsed the nation have sprimg out of this species of paper, it does 
merit a very considerable portion of the obloquy and vituperation 
heaped upon it. It is therefore now our duty to investigate the 
method in which it is applied, and to point out wherein its true 
danger lies. 

The security supposed to reside in Real Bills, as such, is as 
we have seen exaggerated. But there is at least this in them, 
that as they only arise out of ihe real transfers of property, their 
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number must be limited by the nature of things. However bad 
and worthless they may be individually, they cannot be multi- 
plied beyond a certain limit. There is, therefore, a limit to the 
calamities they cause. But it will be seen that with Accommo- 
dation Bills, the limits of disaster are immensely and indefinitely 
extended, frequently involving in utter ruin all who are brought 
within their vortex. 

We shall now endeavour to explain to our readers wherein the 
difierence between Real and Accommodation Paper consists^ and 
wherein the true danger lies. 

Let us suppose that a manufacturer, or wholesale dealer, has 
sold goods to ten customers, and received ten bond fide trade bills 
. for them. He then discounts these ten bills with his banker. 
The ten acceptors to the bills, having received value for them, 
are the principal debtors to the bank, and are boimd to meet 
them at maturity, under the penalty of commercial ruin. The 
Bank, however, has not only their names on the bills, but 
also that of its own customer as security. It, moreover, gene- 
rally keeps a certain balance of its customer's in its own hands, 
proportional to the amount of the limit of discount allowed. 
Now even imder the best circumstances, an acceptor may £dl to 
meet his bill. The Bank then immediately debits its customer's 
account with the amount of the bill, and gives it to him back. 
If there should not be enough the customer is called upon to pay 
up the difference. If the worst comes to the worst, and its 
customer &ils, the Bank can pursue its legal remedy against the 
estates of both parties to the bill, without in any way affecting 
the position of the remaining nine acceptors, who, of course, are 
still bound to meet their own bills. Even supposing however it 
is only the acceptor who fails to meet his bill, the Bank would 
not probably take a second bill upon him, nor would a dealer 
sell his goods again to him, after giving him the annoyance of 
having to take up his bill. 

In the case of Accommodation Paper there are very material 
differences. To the eye of the banker there is no visible dif- 
ference between Real and Accommodation Bills. They are 
nevertheless very different, and it is in these differences that the 
danger consists. ' 
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In Acoommodation Paper, the person for wHose accommoda- 
tion, the drawing, indorfflng, or accepting, is done is boimd to 
provide the funds to meet the bill, or to indemnify the person 
who gives his name. In the most nsual form of Accommodation 
Paper, that of an acceptance, the acceptor is a mere surety, the 
drawer is the real principal debtor. 

Now suppose as before, that A gets ten of his friends to 
accommodate him with their names, and discoimts these biUs at 
his banker's, it is A's duty to provide funds to meet every one of 
these bills at maturity. There is in fact only one real principal 
debtor and ten sureties. Now these ten accommodation acceptors 
are probably ignorant of each other's proceedings. They only 
give their names on the express understanding that they are not 
to be called upon to meet the bill : and accordingly they make 
no provision to do so. If any one of them is called upon to 
meet his bill, he immediately has a legal remedy against the 
drawer. In the case of Heal Bills then, the Bank would have 
ten persons, who would each take care to be in a position to 
meet his own engagement : in the case of Accommodation Paper 
there is only one person to meet the engagements of ten. Further- 
more, if one of ten real acceptors fails in his engagement, the 
bank can safely press the drawer : but if the drawer of the ac- 
commodation bill fails to meet one of the ten acceptances, and 
the bunk suddenly discovers that it is an accommodation bill, and 
they are under large advances to the drawer they dare not for 
their own safety press the acceptor, because he will, of course, 
have immediate recourse against his debtor, and the whole fabric 
will probably tumble down like a house of cards. Hence the 
chances of disaster are much greater when there is only one 
person to meet so many engagements, than when there are so 
many each bound to meet his own. 

We see, then, that the real danger to a bank in being led 
into discounting Accommodation Paper is, that the position of 
principal and surety is reversed. They are deceived as to who 
the real debtor is, and who the real surety is, being precisely the 
reverse to what they appear to be, which makes a great difference 
in the security to the holder of the bills. To advance money hj 
way of Cash Credit, or by loan with security, is quite a different 
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affiur ; because the bank then knows exactly what it is doing, 
and as soon as anything occurs amiss, it knows the remedy to 
be adopted. Moreover it never permits the advance to exceed 
a certain definite limit ; but it never can tell to what length it 
may be inveigled into discounting Accommodation Paper imtil 
some commercial reverse happens, when it may discover that its 
customer has been carrying on some great speculative operation, 
with capital borrowed &om it alone. 

Such appears to us to be the true explanation of the real 
danger of accommodation paper, which we gave in the first 
edition of the Theory and Practice of Banking, and we may 
say that in his long and elaborate judgment in the case of the 
great leather frauds, Laurence, Mortimer, and Schrader, Mr. 
Commissioner Holroyd quoted this explanation, thereby giving 
his high authority to its correctness. 

In order to explain how such things are possible, it will be 
as well to notice a delusion which is very prevalent amoug im- 
informed writers, namely that Bills of Exchange are paid in 
money. It is true that Bills of Exchange must always be 
expressed to be payable in money, but as the reader may see in 
the preceding chapter, very few bills are really ever paid in 
money. When a customer has a banking account, the banker 
discounts his bills by writing down the amount to his Credit, and 
this Credit is called a Deposit, The customer always pays his 
bills by drawing upon this Credit, and when it gets low the usual 
practice is for him to discount a fresh batch of bills. Thus in 
ordinary times, the previous Debts are always paid by creating 
new Debts. No doubt if the banker refuses to discount, the 
customer must meet his bill in money, but then no trader ever 
expects to do so. If his character be good, he counts upon 
discounts with his banker almost as a matter of right : and there- 
fore to call upon him to meet his bills in money may oblige him to 
sell goods, &c., at a great sacrifice, or may cause his ruin. 

However it is always supposed that the bills discoimted are 
good ones, that is, they could be paid in money if required. 
Thus though in common practice very few bills are really paid 
in money, it is manifest that the whole stability of the Bank 
depends upon the last bills discounted being good ones. 
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Now let 118 suppose that for some time a customer briDgs 
good bills to the bank, and acquires a good character, and thus 
throws the banker off his guard: meeting some tempoiaiy 
embarrassment, perhaps^ he is in difficulty to meet his bills. In 
order to get over this difficulty, perhaps he goes to some man 
of straw, and perhaps for a trifling consideration, gets him to 
accept a bill without having any property to meet it. He then 
takes this fraudulent bill to his banker. Thrown off his guard, 
perhaps, by his previous regularity, the unsuspicious banker buys 
this bill, and gives him a Deposit for it. This Deposit goes to 
pay the former bills. In the meantime the rotten bill is falling 
due, and must be met. The acceptor has manifestly no means 
to meet it, and the only way to do so, is to create some more of 
these rotten bills. Now the drawer may be speculating in trade 
and losing money every day : but his bills must be met, and 
there is no other way of doing so but by constantly creating 
fresh rotten bills to meet the former ones. By this means the 
customer may extract indefinite sums of money from his bank», 
and give him in return so many pieces of paper ! Now when 
times are prosperous and discounts are low, this system may go 
on for many years. If traders are in a considerable way of 
business, they may actually establish a number of sham houses 
doing a fictitious business for the very purpose of creating these 
accommodation bills. But at last a commercial crisis comes. 
The money market becomes "tight." Bankers not only raise 
the Rate of Discount, but they refuse to discount as freely as 
formerly ; they contract their " issues." All these rotten bills 
are in the bank and must be met, but if the banker refuses to 
discount they must be met with Money, But all the property 
which the conspirators ever had may have been lost twenty times 
over, and consequently, when the crisis comes, they have nothing 
to convert into money. Then comes the crash 1 Directly the 
banker refuses to discount any more bills he finds that he has 
been paying all his customer's bills for many years with his own 
money I 

This is the rationale of Accommodation Paper ; and here we 
see how entirely it differs from Real Paper. Because with Real 
Paper, and bond fide customers, though losses may comei still 
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directly the loss occnrs there is an end of it. But with Accom- 
modation Paper, the prospect of a loss is the very cause of a 
greater one being made, and so perpetually in an ever-widening 
circle, till at last the canker may eat into a banker*s assets to 
any amoimt almost. It is also clear that if a man, having got a 
good character, may sometimes do so much mischief to a single 
banker, the capacity for mischief is vastly increased, if from a 
high position and old standing, he is able to discount with 
several banks, for he is then able to diminish greatly the chances 
of detection. It would not be suitable to the limits of this work 
to enter into particular details of these cases, but those who 
wish to have more information we may refer to our Theory and 
Practice of Banking, 

18. From these Accommodation Bills to forged bills there 
is but one step. It is but a thin line of division between draw- 
ing upon a man who is notoriously utterly unable to pay, and 
dra¥dng upon a person who does not exist at all^ or forging an 
acceptance. In practical morality, and in its practical effects, 
there is none. Traders sometimes do not even take the trouble 
to get a beggar to write his name on their bills, but they invent 
one. The case of traders dealing with a number of small coimtry 
connections affords facilities for such practices. They begin by 
establishing a good character for their bills. Their business 
gradually increases. Their connections gradually extend all over 
the country. The banker, satisfied with the regularity of the 
account, cannot take the trouble of sending down to enquire as 
to the acceptor of every bill. The circle gradually enlarges 
until some fine morning the whole affair blows up. The in- 
genuity sometimes exercised by traders in carrying out such a 
system is absolutely marvellous. 

It is in times of speculation in great commodities that 
Accommodation Paper is particularly rife. In a great &ilure of the 
harvest, when large importations are required, and it is expected 
that prices will rise very high, every com merchant wishes to 
purchase as much as possible. But if no sales have taken place 
there can be no real trade bills. They therefore proceed to 
manufacture them in order to extract funds from bankers to 
speculate with. No banker in his senses would actually advance 



172 THE ELEMENTS OF BANRIXa. 

money for them to speculate with, with his eyes open. Never- 
theless, they must have the funds from the bankers, and this 
they do by means of cross acceptances, which they go and dis- 
count with their bankers. They then perhaps buy a certain 
amount of com, or any other goods, and many bankers will 
discount their bills with the collateral security of the Bill of 
Lading. And this they may repeat many times over, till the 
quantity of credit created is something astonishing. In the 
Crimean War there was a great demand for shipping, and there 
was an enormous, amoimt of accommodation bills manufactured 
by the Liverpool shipowners and discounted all over the kingdom. 
The results were frightfully disastrous. 

The insurmountable objection, therefore, to this species of 
paper, is the dangerous and boundless facility it affords for raising 
money for speculative purposes. And there is much reason to 
fear that this pernicious system prevails to a much greater extent 
than is generally supposed. The Legislature has imposed 
bounds upon the issue of Notes by banks, but there is much 
greater reason that some attempt should be made to curb the 
extravagant magnitude to which this detestable practice has been 
developed. The Bank of England is strictly forbidden to issue 
a single £6 note of accommodation paper, and is it to be tolerated . 
that any set of adventurers may set afloat many hundred thou- 
sand pounds' worth of their accommodation paper ? 

To deal however legislatively with Accommodation Paper, 
is the most perplexing commercial problem of the day. The 
difliculty consists in determining what is really an Accommodation 
Bill. An Accommodation Bill is defined to be a Bill to which the 
acceptor, drawer, or indorser, as the case may be, has put his 
name, without consideration, for the purpose of benefiting or ac- 
commodating some other party, who is to provide for the bill 
when due. But the whole difliculty turns on the consideration. 
The consideration may be of many sorfc», and does not by anj 
means denote a sale of goods at the time. Moreover, a bill may 
be an Accommodation Bill at its creation, but if any considera- 
tion be given during the period of its currency it ceases to bo 
an Accommodation Bill. 

Moreover the consideration may be of many sorts. If A ' 



ON ACCOMMODATION BILLS. 173 

draws a bill upon B, who accepts it for A*s accommodation, for 
the express purpose of enabling him to go to the Bank and get 
money for it, that is a pure Accommodation Bill, and manifestly 
fraudulent. But if B draws an exactly similar bill at the same 
time on A, and A accepts it for the accommodation of B, then 
neither of the Bills are Accommodation Bills; but both are 
given for a good consideration. 

This perhaps may seem somewhat strange to an unlearned 
reader : it is. nevertheless firmly established law. In Rolfe v. 
Caslon (2 H. Blackstone p. 571) A and B being desirous to 
accommodate each other, each drew a bill upon the other, and 
accepted one in return, the two bills being precisely alike, in the 
date, sum of money, and times of payment — neither party having 
any effects of the other in his hands. The Court were clearly 
of*opinion that the two bills were mutual engagements constitut- 
ing on each part a Debt, the one being a consideration of the 
other. This doctrine was repeated and confirmed in Cowley v. 
Dunlop (7 T.R. 565) in which Grose, J. said the instant the bills 
were exchanged each was indebted to the other in the sum which 
was the amoimt of their respective acceptances, for the counter 
acceptances were a good consideration to found a Debt upon 
either side respectively. In the case of a single accommodation 
acceptance there is no debt to the acceptor ; the Debt accrues only 
by payment of the money. The acceptor, qua acceptor can 
never be a Creditor : his acceptance imports the admission of a 
Debt from him to another, and when he has paid as acceptor, if 
he paid for any other person in consequence of any request from 
that other, he becomes a creditor, not on the face of the bill, but 
by a contract collateral to the bill. When two persons exchange 
acceptances, each becomes the debtor of the other upon his ac- 
cepted bills. But when a man accepts without consideration, he 
is never a creditor of the person for whom he accepts till he pays : 
from that payment arises the Debt, but when the acceptance was 
exchanged, the debt arises from these acceptances. This doctrine 
was repeated and confirmed in subsequent cases when it was 
adopted by the whole Court of King's Bench. 

Stated in the above form, no doubt, the doctrine may appear 
aomewhat startling to some : but when we consider the principle 



174 THE ELEMENTS OF BAKKIKa. 

and not the accidental circumstance that the persons who maj 
do' it are insolvent, the difficulty disappears. It is just what 
happens every day in banking. It is by no means unusual jEor 
the customer of a banker to ask him to discount his promissoiy 
note. If the banker does so, and gives him a Deposit^ or Credit, 
or his own Notes, this is an exchange of securities. It is pre- 
cisely the same in the other case. Supposing that the holders of 
these bills are enabled to purchase goods with them, they may be 
paid off at maturity : if they cannot do so then the re-exchange 
of the securities is the mutual payment of each Debt, precisely in 
the same manner as when two bankers exchange notes : or as 
when a merchant pays his own acceptance to a banker in the 
banker's notes. The two contracts are extinguished. 

On the Tbansformation of Tbmpobakt Credit mto 

Permanent Capital. 

19. We have now to give an example of the use of Credit 
which may surprise our readers, and of which we have not seen 
the slightest notice any where else. 

Sixteen hundred years ago Diophantus said " Defect multi" 
plied into defect gives existence,^^ That is — x — = + . So also 
Roman Law said — " Qui obligatione liberatur videtur cepisse 
quid ; " as Von Savigny and all the Civilians say — " The Release of 
a Debt is in all cases the Giii of an equal amount of Money." 

Thus in Commercial Algebra a Release from a Debt is in all 
eases absolutely equivalent to a Payment in Money , in strict ac- 
cordance with the principle that — x — is always equivalent 
to + X +. 

When it is published to the world that the Bank of England 
has a paid up Capital of £14,000,000, and that the various Joint 
Stock Banks of London have paid up Capitals of these magni- 
tudes — 

£ 
London and Westminster Bank . • . 2,000,000 

Union Bank ..... 1,200,000 

London Joint Stock Bank .... 1,200,000 
London and County Bank .... 1,COO,000 
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and manj- others of lesser amount, most persons except those 
very few who are conversant with the mechanism of banking, 
believe that these Banks have those sums paid up in hard money. 

This however is a complete delusion. These banks never 
had anything like these sums paid up in money. Of course it is 
utterly impossible for any one to tell how much was ever paid 
up in money : but we believe we are safe in saying that not the 
half of these sums was ever paid up in money. At least half 
these gigantic sums of so called paid up Capital are nothing more 
than the Bank's oivn Credit turned into Capital. 

In order to understand how this was done, we must explain 
how the Capital of the Bank of England was increased in 1697. 
The first subscription of £1,200,000 was paid up in money, 
wbich was all advanced to Government. In 1696 the Bank 
stopped payment, and its Notes fell to a discount of 20 per cent. 
In order to restore public Credit, Parliament in 1697 determined 
to increase the Capital of the Bank. But no part of the increased 
Capital was paid up in Money. In pursuance of this Act 
£800,000 were paid in Exchequer tallies, and £200,000 in the 
Bank's own depreciated notes which were taken at their full 
value in cash. Thus at the first augmentation of Capital, 
£20^,000 of the Capital consisted of its own Depreciated Notes 
or Credit. And the Bank was authorised to issue an amount of 
Notes equal to the amount of this increase of Capital. 

Precisely the same thing was done by the Bank of Scotland. 
In 1727 it increased its Capital. The subscription was paid up 
partly in the Bank's own notes. An outcry was made against 
this, but the Directors justly answered — "But the objectors do 
not at all consider this point, for the payments are many of them 
made in specie, and bank notes are justly reckoned the same as 
specie when paid in on a call of stock, because, when paid in, it 
LESSENS the Demand on the Bank." 

Thus the Directors clearly understood that the Release of a 
Debt is in all respects equivalent to the Payment of Money, The 
Bank had issued its Notes. They were obligations, and the 
Bank was debtor to the holders of them. When the subscription 
was opened the subscriber might either pay Money ^ or release the 
bank from its Debts, and the two operations were absolutely 
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equivalent; and hence we see that at eveiy fresh increase of 
Capital, a certain quantity of the Bank's own Temporary Credit 
is turned into permanent Capital. 

Thus the Parliament of England and the Directors of the 
Bank of Scotland &om their own practical Commercial instinct, 
treated the Release of a Debt as equivalent to a Payment m 
Money : strictly in accordance with the doctrines of Roman Law , 
and the principles of Algebra. 

Such are the methods by which the Capital of a Bank whicl:! 
issues Notes may be increased ; but the Capital of a Bank whicli 
does not issue Notes may be increased by similar means. Tlxe 
essence of Banking, we ha/e seen, is to make advances by create 
ing Credits, or Deposits. Suppose that the Bank wishes to in- 
crease its Capital, and its customers wish to subscribe. They 
may either pay in Money, or give the Bank a cheque on their 
account. This is exactly the same thing as paying the Baalc 
in its own Notes. It is the release of a Debt : and that De'bt 
released then becomes increase of CapitaL This is the way in 
which the Capital of all Joint Stock Banks is increased. 

Similarly when large public loans are contracted for, a very 
large portion of them is always created by means of Credit. The 
customers of a Bank wish to subscribe to a loan : and they Jbriifg 
it a batch of bills to discount. They draw Cheques upon the 
Credits, or Deposits, created on the discount of these bilk 
These Cheques may be paid into the Credit of the great con- 
tractors at their bankers, and transferred an indefinite number of 
times, without ever being required to be discharged in money: 
they may in fact be discharged by being cancelled against other 
Credits. 
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CHAPTER Vn. 

THE THEOBT OF THE EXCHANGES. 

.An '^ Exchange " in commerce is where a person pays his 
^dii»r by transferring to him a Debt due to himself from some - 
^ else. 

Thus the ordinary case of a person paying a debt by means 
3t Bank Note or Cheque, is an '* exchange." It is what is called 
*vatio or Delegatio in Roman Law. 

Two passengers are travelling in an omnibus. The fare is 
pence. One passenger pays the conductor a shilling. The 
xductor is then indebted to him in sixpence. The other passen- 
r has a sixpence in his hand ready to pay his &re. The don- 
ctor, by a nod, tells him to give the sixpence to the first pas- 
iger. By this means the conductor's debt is paid without the 
»uble of the second passenger handing his sixpence to the con- 
ctor, and the conductor then handing it to the first passenger 
payment of the Debt due to him. The whole transaction is an 
Exchange." 

Three parties and two Debts, are thus necessary to an ex- 
inge. We shall show presently that it is very common to have 
ir parties. The " Exchanges '* is that branch of Banking which 
ats of the remission and settlement of Debts between different 
oes by Paper Documents, and the exchange of the money of 
3 coimtry for that of another. They are merely an exempli, 
ition of the Doctrines of Coinage and Credit which have 
eady been explained. 

2. When the coins of one country are carried to another their 
Lue is estimated solely by their weight and fineness as bullion. 
lOUgh the natives of the country it belonged to, from long 
bit and association of ideas, see in it a certain denomination, 

N 
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and may receive it at its nominal value long after it baa lost its 
legal weight, a foreigner sees in it nothing but so much bullicm. 
When a person takes the coin of one country to another, 
and purchases the coin of that country with it, he is said to ex- 
change it. Now suppose that the coinage of two countries is of 
the same metal and that both coinages are at their full weight and 
fineness : then if either of them be taken as the standard which 
may be called A, then the number of units, or parts of a unit 
of the coinage of the other, which may be called B, which con- 
tains precisely the same quantity of pure metal, is called the Far 
of Exchange between the country A and the country B. Thus 
if the l^al standard of France and England were gold, and the 
Pound be taken as the standard unit of England, the number 
of the standard units of the French coinage which contain pre- 
cisely as much pure gold as the English pound would be the Par 
of Exchange between England and France. There is as nearly 
as possible one-fourth more pure gold in a Sovereign than in a 
twenty franc piece, called a Napoleon. Therefore we might say 
that 1 '25 is the gold Par of Exchange between England and France. 
The French Exchanges however are expressed in francs, which is 
a silver coin. Hence if the Sovereign contained exactly one- 
fourth more gold than the Napoleon, we should say that 25* was 
the Par of Exchange. 

If the English coinage of sovereigns became worn, clipped, and 
degraded, they would not exchange for so many francs as they 
would do if they were of full weight: an English Sovereign 
might perhaps only exchange for 22 francs : and this would be 
called a. fall in the foreign exchanges : or if an English merchant 
were bound to pay his creditor in Paris 2,500 francs, he would 
have to give more than £100 to purchase them, and the exchange 
would be said to he so much per cent, against England, by the 
amount of that difference. 

It is evident that this adverse state of the exchange would 
continue so long as the English coinage remained depreciated; 
but that if it were restored to its legal standard, that restoration 
would be itself sufficient to restore the exchange to its usual rate. 
Hence we see that if any country maintains its coinage of foil 
weight and purity, a Dejpi^eciation of the Coinage of Englad 
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vecessainly produces an apparently adverse state of the Ex-- 
ihanges^ and that a reform of the English Coinage is sufficient hy 
Itself to restore them to their proper state. 

It is also evident that a Depreciation of the Coinage, by a 
debasement of its purity, will produce exactly the same effects. 
It is also clear that if the Coinage of both countries was equally 
degraded, the Eate of Exchange between them would not be 
altered, and that the Rate would vary just in proportion as one 
was more or less degraded than the other. 

When the Coinage of a country has become depreciated 
either from wear and tear, or a debasement of the standard, the 
consequence is said sometimes to be 21. fall in the Foreign Ex- 
changes and sometimes a rise in the Foreign Exchanges, and it 
is well to fix clearly what these expressions mean, as it might 
seem that they are contradictory, when they are not so. They 
only refer to two different methods of estimating the Coinage. 

When a Depreciated Coinage is said to produce a fall in 
the Foreign Exchanges, it means that a given amount of Home 
Coinage will purchase a less amount of Foreign Coin. 

When a Depreciated Coinage is said to produce a rise in the 
Foreign Exchanges it means that a gbeateb quantity of Home 
Coinage is required to purchase a given amount of Foreign 
Coin. 

A clear understanding of these expressions will prevent any 
confusion arising when they are used indiscriminately, as they 
often are, in discussions on the Exchanges. 

It is also evident that there can be no fixed Par of Exchange 
between two countries which do not employ the same metal as 
their legal standard : because their market values are constantly 
varying from causes quite beyond the reach of any law : and it 
is no more possible to have a fixed price of one in terms of the 
other, than to have a fixed legal price for wheat or any other 
commodity. The very same rule must also apply to two 
countries, one of which uses gold, and the other silver, as the 
measure of value. The only correct mode of expressing it is, 
therefore, to say that such is the usual Rate of Exchange between 
them. 

Although when the Coinage is in a depreciated state, the 

n2 
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exchange will be apparently adverse with these conntries whicli 
maintain their Coinage in its standard state, it is quite clear that 
the exchange founded upon the conmiercial operations of the 
two countries may be above, below, or at Par : and it is very 
easy to discover its true state. 

The Eate of Exchange which arises out of the state of the 
CJoinage is called the Nominal Exchange ; the Rate which arises 
out of the commercial operations of the country is called the Real 
Exchange. 

To take an example. Suppose the Exchange on Paris is 
2,521 francs for £100 in gold at the Mint Price : or when the 
Coinage is at its full legal weight. Then suppose that in conse- 
quence of the Depreciation pf the Coinage, the Market Price of 
gold bullion rises to £4 3«. per oz. : then the Market Price of 
ilOO is jfilOe lis. l\d. Now suppose the Exchange on Paris 
is 23-80, or £100 will purchase 2,380 francs, then £106 1 Is. l\i. 
would be able to purchase 2,536*36 francs. But as the real Par 
at the Mint Price is 2,521, it is evident that the difference be- 
tween these two sums is the extent to which the Real Exchange 
is in favour of London. We can also see to what extent the 
Exchange is depressed, because £100 at the above exchange will 
purchase 2,380 francs, whereas they ought to purchase 2,536*63 
if they were of full weight : and the difference between these two 
sums shows the extent by which the Nominal Exchange is de- 
pressed. Hence we have the following rule — 

Find the Market Pnce of the mm in London compared to the 
Mint Price : multiply the Market Price so found by the Rate of 
Exchange : then if the result he equal to the Par of Exchange^ 
the Exchange is at par : and if there he a difference, the Ex- 
change is favourable or adverse^ according as the difference i» 
above or below the par. 

And the depression of the Exchange caused by the Depred- 
ation of the Coinage, is the difference between the sum so 
expressed in the Mint and Market Prices multiplied by the Eate 
of Exchange. 

In the excellent state in which our Coinage now is, the 
question of the Nominal Exchange, so far as regards this country, 
is of little importance ; but it is essential as regards several 
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foreign countries which use an inconvertible and depreciated 
Paper Currency. 

On the Nature of an Exchange. 

3. We will now show how the example of the nature of an 
" Exchange " we began with is exemplified in practice. Suppose 
two cities, London and Edinburgh. Suppose a trader A in London 
is debtor to a trader B in Edinburgh for a certain sum : suppose 
also that a trader B' in Edinburgh is debtor to A' in London for 
an equal sum. Then, in order to pay their debts, A would have 
to send the money to B : and B' would have to send an equal 
sum to A', thus causing two separate transmissions of bullion 
between London and Edinburgh, at some expense for freight and 
insurance. 

Now this settlement of debts may be greatly facilitated if A 
in London goes and pays his debt to A', and buys irom A' the 
debt due to him frqm B', and sends this debt by post to B in 
Edinburgh. B then goes to B' and demands payment from him 
of his debt due to A. Thus it is clear that the whole business 
has been settled by the transmission of the debt, instead of by 
the transmission of twice the amount in bullion, and each debtor 
has paid the debt to the creditor in the same town. 

The whole transaction is called an *' Exchange ; *' and it is 
clear that there must be a debtor and a creditor in each city. 
In the case given there are four parties : but it may be done by 
three parties. Suppose A in London has a debt due to him from 
B in Edinburgh, but at the same time owes B' an equal sum. To 
pay his debt to B' he has only to give him an order on B, and the 
accounts between the parties are adjusted without any trans- 
mission of bullion. 

When the debts between London and Edinburgh are equal, 
they may all be discharged by means of such an exchange, with- 
out sending any specie. The exchanges are then said to be at 
Par. 

Supposing, however, that the debts are unequal, and Edin- 
burgh wishes to send more money to London than it has to re- 
ceive, it is clear that the demand for bills is greater than the 
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supply : and as every one would rather send a bill tlian cash, as 
it is cheaper to do so, those who had to send money would hid 
against each other for the bills in the market as for any mer- 
chandise, and the price of them would rise, as a premium would 
have to be paid for a bill on London. 

London is the great centre of commerce. It is the seat of 
Government to which the revenue is remitted from all parts of 
the country : the great families from all parts of the country go 
to reside there, and their incomes must be remitted to them there: 
hence there is always a much greater quantity of money seeking 
to flow from the country to London than the contrary: conse- 
quently the demand for bills on London in the country is greater 
than the supply ; and, therefore, inland bills upon London are 
always at a premium. 

This premium is computed by time. If a person wants 
a bill at sight on London he must pay la, per cent, or four 
days' interest. This is called the Time Par of Exchange, 
between Edinburgh and London. There is a similar premium 
on bills, or par of Exchange between all other towns in the coon- 
try on London. This is called Liland exchange. 

The exchange of the country upon London is said to be in 
favour of London, and against the country. But it must be 
observed that it is only unfavourable to the buyers of bills, or 
those who wish to send money. It is equally favourable to the 
sellers of bills or those who have to receive money. 

It appears from this that when in any place the demand for 
bills is greater than the supply, the Exchanges are adverse to 
that place, because it has more money to pay than to receive : 
when the supply is greater than the demand, the Exchanges are 
favourable to it, because it has more money to receive than to 
pay. 

On Foreign Exchange, 

4. The principle of Foreign Exchange is exactly the same as 
that of Inland Exchange. But there is somewhat more compli- 
cation in the detail, on account of the different moneys of dif- 
ferent countries. 

In Exchange between two foreign places and of different 
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loneys, the money of one place is always taken as fixed, and the 
Sxchange is reckoned in the yariable quantities of the money of 
be other given for it. The former is called the fixed or certain 
irice, and the latter the variable or uncertain price. 

Thus between London and Paris the £ is the fixed price and 
he Exchange is reckoned in the variable sum in francs and cents 
iven for it. 

On the contrary, between London and Spain the Exchange is 
Iways reckoned by the variable smn in pence given for the fixed 
lollar of exchange. 

When a certain place is taken as a centre, if the fixed price 
3 the money of that place it is said to receive the variable price : 
m the contrary when the money of that place is the variable 
irice, it is said to give the variable price. 

Thus at any time London receives fix)m Paris so many firancs 
nd cents for the £1 sterling; and London givee Spain so many 
fence for the dollar. 

In the quotation of the Hates of Exchange it is usual to omit 
he fixed price, and name only the variable price, and then that 
8 called the Bate or Course of Exchange. 

According to Tate's Modem Cambist the following are the 
)resent Rates of Exchange between London axkd the principal 
foreign cities — 

London receives from 
LmsterdAm • 11*19 Florins and stivers • • • • for £1. 



Germany . 
Trance 
.tslj . 
Belgium • 
Switzerland 
lustria • 



20'43 Imperial marks and pfennigs 



25*30 Francs or lire and cents. 



it 



. .. 1 



10*35 Florins and kreuzers • 



• • 



$$ 



Lisbon • 
^pain 

Gibraltar . 
$t. Petersburg 
^o Janeiro 
^ew York . 
Calcutta • 



London gives to 

63 J pence sterling for . 

50i 

40J 

37J 
2^ 
4H 
23 



if 
It 
ft 
tt 
»» 
>* 



ti 



It 



ft 



n 



It 



tt 



1 Milreis. 
1 Hard dollar. 

1 Silver rouble. 
1 Milreis. 
1 U. S. dollar. 
1 Government rupee. 
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The above are the Mint Par Bates : bat in Amfria, Italj, 
and the United States, these Bates are deranged by the Pi^ 
Money of each country : at the present moment the Exchange on 
Italy is about 29*50 : on Austria about 11*50 : and on New Yoik 
about 45*. 

Now if the Exchange of London on Paris is against London, 
or the demand in London for bills on Paris is greater than the 
supply, it is clear that the £ sterling will purchase fewer franca. 
Hence between London and Paris when the exchange is ad?er8e 
to London the Bates of Exchange -will fall below par. 

On the contrary, when the Exchange is favourable to London, 
that is the supply greater than the demand, the Bate of Exchange 
will rise above par. 

And the same is manifestly true with respect to all other 
jiiaceafrom which London receives the variable price. 

But if the Exchange between London and Spain is against 
London, or the demand in London for bills on Spain is greater 
than the supply, then London will have to give more pence to 
purchase the Spanish dollar. 

Hence between London and Spain, when the Exchange is 
against London, the Bate of Exchange will rise above par. 

On the contrary, when the Exchange is favourable to London, 
she will have to give fewer pence to purchase the Spanish dollar, 
and consequently the Bate of Exchange will fall below par. 

And the same is manifestly true with respect to all other 
places to which London gives the variable price. 

Hence when the Exchange between London and any other 
place varies from par, we must always consider whether London 
gives the variable price to, or receives it from, that place. 

The interests of the buyers and sellers of bills are always 
opposite. If the Bate of Exchange is favourable to the one, it 
is equally adverse to the other. The buyers of bills are also 
called remitters, and the sellers are also called drawers. 

On the Limits of the Vakiations of the Exchange, 

6. Supposing that while the Exchange between any two 
places — ny London and Paris — is in a state of equilibrium, 
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tliat iS) vrhen the demand and supply of bills in each city is 
exactly equal, so that they would each have to receive and send 
the same sum, it should happen that from any cause whatever, 
no matter what, there should be a desire on any particular day 
to send more money from one side than it has to receive. 
Suppose more money has to be sent from London than it has 
to receive : then those merchants who want to remit money from 
London will strive to buy bills on Paris in the London market. 
But as the demand is greater than the supply, a competition will 
spring up to buy the bills which are in the market, and hence 
the price of them will rise. It is their duty to place the bullion 
in Paris at their own expense and risk, and consequently, they 
would rather give somewhat more for a bill than its par price, 
to save themselves that expense. But they will not give more 
than the cost of transmitting the bullion itself, because, if the 
price rose higher than that, they would send the money. Thus 
when the Exchange in London rises against London, or in the 
case of Paris, falls below par, it shows that London wishes to 
send to Paris more than it has to receive, and the exchange is 
said to be against London : but it is clear that it cannot con- 
tinue at a greater rate against London than the cost of trans- 
mitting bullion. Hence this is manifestly a superior limit to 
the variation of the Real Exchange. 

But the reverse case may also happen. The supply of bills 
in London on Paris may exceed the demand. The price of 
them will therefore manifestly fell. But for similar reasons, the 
cost of transmitting bullion will be an inferior limit below which 
the price will not fall. 

We thus see that the state of the Exchanges arising out of 
the cross remittances of money is a simple example of the 
general law of supply and demand : with the limitation that the 
variation in the Hates of Exchange cannot exceed a certain 
definite sum, namely, twice the cost of sending bullion from one 
place to the other. 

These Limits of the Eate of Exchange are called specie 
points, because when the Exchanges reach them, bullion may be 
expected to flow in, or out, as the case may be. 

It is to be observed, however,, that these limits of the 



186 THE ELEMENTS OF BANKIKO. 

variations of the Exchange, or Specie points only apply to bills 
payable at once, and to long periods. During short periods, 
and for bills which have some time to run, temporary canses 
may produce fluctuations m the Exchanges greatly exceeding 
these limits. 

On the Effects of an Inconvertible Paper Currency 
on the Foreign Eocchanges. 

6. We must now consider the effect of Paper Money, or 
an Inconvertible Paper Currency, on the Foreign Exchanges 
and the Market Price of bullion. So long as Paper is con- 
vertible, that is, so long as the holder of it has power to demand 
payment of it at sight, it is very clear that it cannot circulate at 
a discount, because, if it fell to a discount, every person who 
held it would immediately go and demand gold for it Bat if 
while it is in circulation, the power of convertibility is taken 
away, then it becomes, in all respects, equivalent to a new 
standard, just as much as gold and silver, and its value will be 
affected by the same principles, i.e. by the sole question of the 
quantity of it in circulation, compared to the operations it 
represents. 

Under the old system of attempting to fix the price of gold 
and silver relatively to each other, there was no power of con- 
vertibility of one into the other similar to the convertibility of 
the note. If silver fell to a discount as compared with gold, no 
person could demand as a right to have their silver exchanged 
for gold : consequently the inevitable result of a considerable 
change in the quantity of either metal was a change in their 
market values. Thus in 1794, gold rose to 845. if purchased 
with silver bullion : now if, speaking by analogy, the silver coin 
had been convertible into gold, the difference never could have 
arisen, any more than a bank note, convertible at the will of the 
holder of it, could circulate at a discount. 

Now Paper, when issued as a substantive Coinage, follows 
exactly the same rules : if only the usual quantity of it is 
issued, i,e. no greater quantity than would have been issued if 
it were convertible into specie, it will continue to circulate at 
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its par Value ; but if these issues be continued, and if it be de-^ 
prived of the natural corrector of an over-issue, viz. payment on 
demand, and it is maintained in circulation, exactly the same result 
follows as attends an excessive issue of silver — it falls to a discount. 

Now the silver coin may fall to a discount from two circum- 
stances : either if silver be coined with too great profuseness, 
the excessive quantity of it will diminish its value, even though 
the coin be of full weight : or if the silver coin be suffered to 
ikll into a degraded state by clipping and wearing, so that it 
does not contain the full legal weight of bullion, it then becomes 
depreciated. The apparent result in figures will be just the 
same in either case : guineas will rise to 24s, or SOs. But as 
silver has general value, and is, from its qualities, a recognised 
measure of value, it is not correct to apply the term depreciation 
to it as long as the coin contains its full legal weight of bullion. 
But the case is different with Paper : it is only received on 
accotmt of bearing a promise to pay a certain quantity of bullion 
on the face of it : and if it is not able to fulfil that promise it is 
depreciated. 

Now if, for the public convenience, it is deemed advisable to 
issue Paper Money, or an Inconvertible Paper Currency, the 
only way of maintaining its currency at par is by limiting its 
quantity. We do not mean by this by limiting its quantity 
to an absolute fixed amount, but by devising some means 
whereby a greater quantity of it shall not he issued than if it 
were convertible into gold. If more than this be issued, it 
will be followed by the same result as attends an excessive issue 
of silver, it will fall to a discount, which in this case is depre- 
ciation: and the necessary consequences of a Deprecijited 
Currency will follow, viz. the Market Price (or Paper Price) of 
bullion will rise above the Mint Price and the Foreign Ex- 
changes will fall. 

Now if such a state of things happens, the proper remedy is 
to diminish the quantity of the Paper in circulation until the 
Market Price of bullion is reduced to the level of the Mint Price. 
If the power of demap ding five sovereigns be taken away from 
tlie holder of a £6 note, still if he can purchase bullion with it in 
the market to the amoimt of five sovereigns, it is of course a 



188 THE ELEMENTS OF BAJS(K1M. 

proof tliat the Note is current at par : and the limitation need 
not proceed beyond that. But if this be not done the next best 
thing is to allow all persons to receive the notes at whatever 
value they choose to put upon them : and to let them make a 
difference, if they choose, between the prices of articles when 
paid in gold or in paper. If this be allowed no very great in- 
convenience will take place in the internal trade of the country. 
It is entirely by adopting judicious measures to limit the quantity 
of notes in circulation that the Bank of France has preserved its 
notes at par although they are inconvertible. 

But suppose that the law makes it a crime to make a dif- 
ference between paper and gold and a punishable offence to give 
twenty pounds in gold for twenty-five pounds in paper — what 
will be the consequence ? Exactly the same as we have seen 
happen when the silver and gold coins were improperly rated, 
the one which was underrated disappeared from circulation. This 
has happened both in the case of gold coin and silver coin. Now 
when Paper Money is issued in too great abundance, and has a 
tendency to overflow the channel of circulation, its natural effect 
is to raise prices when paid in it. If people were free in their 
transactions, they woidd gradually make a difference in price be- 
tween payments in paper and payments in bullion : but if the 
owners of the coin are prevented by law from receiving more 
for it than the same nominal sum in paper, they will do exactly 
the same thing as is invariably done when in a metallic currency, 
part is depreciated and part is of full weight — they will either 
hoard or export it. At all events it will disappear from circu- 
lation. As the gold gradually disappears and Paper issues 
multiply, people begin to estimate all prices by the Paper price, 
and the Paper ends by finally displacing the entire gold Coinage. 

The convertibility of the Coin into the legal amount of 
bullion is the test of the depreciation of the Metallic Currency: 
so the convertibility of the Note into Coin is the test of the de- 
preciation of the Note. When Paper becomes the standard of 
Currency the Market Price of bullion means the Price of it paid 
in Paper Money, or the Paper Price of it, and it is clear that if 
the Paper Price of bullion rises above the Mint Price it is the 
praoj and the measure of the Depreciation of the Paper CurreHCji' 
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Whenever the Currency of a country becomes redundant, 
that is to say when prices are raised so much higher in one 
country than in its neighbours, that the value of money sensibly 
diminishes, the natural corrective for such a state of things is to 
take a certain portion of it out of circulation, so that by diminish- 
ing the quantity of it its value may be raised. When people 
find that the same quantity of gold will not purchase an equal 
amount of commodities in this country as they will in anothei*, 
their own natural instincts will lead them to purchase commo- 
dities abroad where they are cheap, and bring them for sale here 
where they are dear. The natural instincts of trade will, there- 
ibre, produce an equilibrium in value in the currency of neigh- 
bouring coimtries. 

When the Currency of a country consists partly of paper and 
partly of gold and silver, it is quite clear that only the metallic 
portion of it can be exported in payment of foreign commodities. 
The paper portion of it, which has no value abroad, must remain 
at home. If the issues of paper be continued so as to prevent 
the Currency from recovering its value, the process of the ex- 
portation of the metallic portion will go on until it is entirely 
exhausted. If this be the case, the only method of restoring the 
Currency to its par value is by diminishing the quantity of the 
paper, imtil the drain is stopped by the enhancement of the value 
of the whole Currency. Some persons used to maintain that as 
the gold goes out, paper should be issued to supply the vacuum 
until the gold comes back. But it requires little sagacity to see 
that if that be done the gold never will come back again, and the 
drain will not cease until it is totally exhausted, and the only 
way to bring it back again is to raise its value at home, which 
can be done only by removing the plethora of paper. 

We have seen that with bullion, the Rate of Exchange can 
never continue very long above or below the cost of transmitting 
bullion : but the Nominal Exchange can vary to any amount 
according to the Depreciation of the Coinage. The very same 
effect follows an excessive issue of Paper Money ; and it may fall 
to any amount of Depreciation. And just as the rise of the 
Paper Price of bullion above the Mint Price shews the Deprecia« 
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tion of the Paper, so the same thing will manifesUy cause a fall 
of the Foreign Exchange below the limits of the Real Exchange. 

On Exchange Operations. 

7. Exchange operations consist in buying, selling, importing 
and exporting bullion, called '' Bullion Operations," and buying 
and selling Bills, called *^ Banking Operations." 

The calculations necessary to ascertain the profit and loss on 
such operations are given at length in various technical works 
on the subject, to which we must refer any of our readers who 
are practically concerned in such matters. Our object only is to 
examine the general causes which produce these movements 
of buUion which so sorely vex the banking and commercial 
world. 

Exchange operations of both sorts may be either direct or 
indirect : that is they may take place directly between the two 
countries, or the final operations may be effected through the 
medium of one or more intermediate countries. 

We have observed that for bills payable at sight the limits of 
the variations of the Exchanges cannot exceed the cost of trans- 
mitting bullion, which are called the specie points, because when 
they are reached, bullion may be expected to flow in or out. 

When the bills however have a considerable time, such as 
three months or more, to run, before they are payable, causes 
may operate which may produce temporary fluctuations of 
the exchange considerably beyond these limits. These are 
chiefly — 

1. The necessity that the holders of these long dated bills may 
have to realise them, even at a considerable sacrifice, to maintain 
their own position. 

2. The doubtful position of the acceptors, or the general dis- 
credit of the place they are ^rawn upon. 

3. The differing relative values of the precious metals which 
tire the standards of payment at each place. 

4. The respective Rates of Discount at each place. Now it 
may very often happen that from these combined causes, it may 
be considerably more profitable to possess bullion at one place 
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tLan at another. Whenever this is the case, Exchange operators 
export bullion from one place to another for the sake of the 
profit. They create bills upon such a place. Thej draw upon 
their correspondents, discount their bills, and remit the proceeds 
to meet their drafts when due. 

It used to be the dogma of many commercial writers that 
bullion is onlj exported to discharge a previous state of indebted- 
ness, and that, consequently, a drain of bullion comes to a natural 
end when the indebtedness is discharged. But this is a most 
grievous error. The sufficient difference of profit in possessing 
bullion at two places will cause a fabrication of bills for the 
purpose of exporting hullioriy without any previous indebtedness : 
and of course this will continue as long as this possibility of 
profit exists. Consequently unlei^s this profit is destroyed, the 
drain of bullion will not cease. The effectual way of annihilating 
this profit is by raising the Rate of Discount. 

It is manifest that in such operations, the difference of profit 
between the two places must exceed twice the cost of transmitting 
buUion, because in such cases, the cost of transmitting bullion 
both ways will fall on those who originate them. 

Between coimtries in which there are. no restraints on trade, 
the exchanges will never vary much except on some sudden 
emergency : but there are countries with which, owing to the 
prohibitive laws which infest their commercial codes, the ex- 
changes are permanently tinfavourable, because they will take 
nothing but bullion for their commodities. Russia is one of these 
coimtries, and hence if not modified by other circiunstances, bills 
upon Russia would always be at a premium : but here again the 
effect of trafiScking steps in, which always has a tendency to 
(equalise prices. The merchant (as we may call him) who deals 
in bills acts upon the same principles as the dealer in any other 
commodities : he buys them where they are cheapest, and sells 
them where they are dearest. Hence he will try to buy up 
Bussian bills cheaper in other exchanges, or debt markets, and 
sell them in the London debt market. On the other hand from 
the course of trade between England and Italy, the debt which 
Italy owes to England is usually greater than the contrary: 
hence Italian bills will usually be at a discount, or cheap, in the 
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London debt market. So the bill merchant bays them up cheap 
here, and iends them to some other market — ^Paris fi>r instanoe-* 
where thej maj be at a premimn. Bj these means the price of 
bills is raided where they are cheapest and depressed where they 
are dearest : and the general result will be to meh all the 
differences between separate countries into one general result^ bo 
that the exchanges will not be faTonrable with one oonntiy and 
adyerse with another, bnt thej will be generallj adyerse or 
fiiYonrable with all the rest of the world. 

Supposing, howcTer, a merchant has to remit money to Paris, 
while the exchange with Paris is UD&Tourable to England, he 
may possibly discoTer a more advantageous way of remitting 
it than by buying a bill on Paris directly. Thus for instance, 
while bills on Paris are at a premium in London, those on Ham- 
burg may be at a discount, and bills on Paris may be at a dis- 
count in Hamburg. So if the merchant buys a bill on Hambuig 
and sends it to his agent there, and directs him to purchase a 
bill on Paris with the proceeds, he may be able to discharge his 
debt in Paris at a less sum than he would have to pay for a bill 
on Paris in London. This circuitous way of settling his debt 
involves additional charges for brokerage, commission, postage, 
&c., but the effect of it is still further to equalise the exchanges 
between London and all other countries. This circuitona 
method is called the Arbitration of Exchanges, and the sum which 
is given in London for the ultimate price it realises in Paris ia 
called its Arbitrated Price. When only three places are used in 
such an operation it is called Simple Arbitration. When more 
than three are employed, it is called Compound Arbitration. The 
practical rules for working out these results will be found in acy 
technical book on the subject. But it is very evident that the 
quicker, safer, and cheaper the communication between countries 
becomes, the less room will there be for such operations, because 
the Limits of the variations of the real exchanges, which are the 
margin which renders such transactions possible, will constantly 
diminish. 

The scale on which these indirect operations of exchange is 
carried on is immense, and peculiarly affects the London ex- 
change. There is no exchange between places to and fit)m 
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wliioh remittance^ have not constantly to be made. Hence, when 
each places trade, their accounts must be settled by means of 
drafts upon some third recognised centre. London is the bank- 
ing centre of the world. From the enormous exports of England 
to all quarters of the globe, remittances have to be made to 
London from every part of the world. There is, therefore, a 
constant demand for bills upon London to discharge the debts 
incurred for these commodities. Hence although the exporters 
may send their goods to different countries, yet if they can 
draw upon London, their bills will be sure to find some pur- 
chasers somewhere to be remitted to England. Hence bills upon 
London bear a higher price, and meet with a readier sale than 
those upon other places. 

One country A may import from another B less than she 
exports, and consequently a debt is due from A to B. Also B 
exports to another coimtry C more than she imports : and conse- 
quently a debt is due from C to B, and A may discharge its 
debt to B by transferring to it its claim against C. 

As many countries trade with one another between which 
there is no exchange, their claims are mutually adjusted by 
drafts upon London, the commercial centre. Hence the London 
exchange is the most important in the world, and requires the 
greatest attention to be paid to it. 

There are Arbitrated prices of bullion in the same way as 
there are Arbitrated rates of exchange, but we need not enter 
into them here. 



On the Eeal or Commercial Exchange. 

8. We must now consider the Real or CJommercial Exchange, 
which arises out of the transactions between this and other 
countries. As the British Islands do not produce the precious 
metals to any extent worth considering, they are only to be 
obtained in this country by importation, and we must now 
consider the various sources from which they come, and the 
different causes that produce an inflow or outflow of them. 
They are to be treated in every other respect like any other 
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foreign commodity, and are obtained by the s^e means as any 
other one which we require for domestic consumptioni which is 
not a native product. 

The trade in bullion may be divided into two distinct 
branches; the one where it is carried on directly with the 
countries in which gold and silver are native products, and the 
other with those countries which do not produce it, but which, 
like our own, have no means of supplying themselves with it 
except by foreign commerce. 

I. With bullion-producing countries, — Before the discoveries 
in California and Australia the chief bullion-producing countries 
were Mexico and Peru. We need not specify others because 
the same principle applies to them all, and to describe them all 
would rather belong to a work on commerce generally. British 
merchants have establishments, or correspondents, in these 
countries, to whom they consign their goods, and their agents 
exchange them for bullion brought down by the natives, and 
which is collected in large quantities, and in former times, before 
the invention of steam navigation, used to be brought home by 
men-of-war for the sake of security. In these countries bullion 
is treated exactly like any other commodity, such as tea, or 
wool, or wine, or timber, and British goods of all kinds are ex- 
ported to them for the express purpose of being exchanged for 
bullion to be remitted home. The limits of this exportation are 
precisely similar to the limits of the exportation of goods to any 
other country. It is clear that by the time the bullion reaches 
this coimtry, it ought to be sufficient to cover the original price 
of the goods, and all the charges on them on their way out, as 
well as the agent's commission there, the charges for freight, 
insurance, and commission for bringing it home, and a £iir 
mercantile profit over and above all these expenses. Unless it 
does that, the commerce is not profitable. The purchase of 
bullion then in these countries is a very simple afi&ir, and 
requires no further notice. 

II. With countries which do not produce bullion. The 
causes which produce an inflow or outflow of bullion, between 
this and other countries like it which do not produce bullion, 
are much more intricate. Taking this country as the centi^ 
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we may consider that the transmission of bullion to or from it 
18 influenced by the seven following causes— 

1 . The balance of payments to be made to or by it. 

2. By the state of the Foreign Exchanges. 

3. By the state of the Currency. 

4. By remittances made to this country, as the commercial 
centre of the world, to meet payments due to other countries. 

5. By the political security of this and neighbouring coun- 
tries. 

6. By the state of the Money Market, or the comparative 
Bates of Interest in this and neighbouring countries. 

7. By the free or prohibitive commercial tariffs of this and 
foreign countries, as they permit or forbid our manufactures to 
be imported into them. 

There are, then, seven different causes which act upon the 
movements of bullion, and we see at once what a complicated 
subject the Foreign Exchanges is, because these seven different 
causes may be acting in all sorts of different ways, in conjunction 
or opposition ; and of course it requires an intimate knowledge 
of commercial affairs at any particular time to know how they 
do operate. The inveterate error of mercantile opinion for a 
long time was, that there is only cue cause which causes an 
export of bxdlion, namely a balance of payments to be made. 

It appears that the simplest way of arriving at an accurate 
knowledge of the subject is to consider that the dealings between 
nation and nation are only made up of the aggregate of dealings 
between individuals of the nations, and we have only to consider 
the variety of methods in which an individual merchant may 
trade to have a comprehensive idea of the commerce of the 
nation. 

Suppose a merchant of London sends £1,000 of goods to 
Bordeaux : by the time they arrive there the mere addition of 
freight, insurance, and other charges, would probably have raised 
their cost of production, or the expense of placing them there 
to £1,050. But as the merchant would never have sent them 
to that market, unless he expected to realise a good profit, we 
may assume that the market is favourable and that they sell for 
£1,500, and he would probably draw against his agent for 

o2 
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£lfiOO. His correspondent at Bordeaux, instead of remitdng 
llie money to London, would prefer in ordinary circumstances to 
invest the proceeds of the goods in some native product, which 
would fetch a good price in London. The chief native product 
of that coimtrj is wine : so the agent would invest the proceeds 
of the goods, after deducting all charges for freight, commission, 
&c., in Bordeaux wine, and send it to England. This wine 
would probably be sold at a considerable profit in the English 
market, — say it would fetch £2,000 : and after deducting all 
the charges of every description on the cargoes both ways, the 
difference would be the merchant's profit. In this case it is 
quite clear that no bullion would pass between the countries, 
and therefore there would be no question of exchanges. 

The London merchant's agent at Bordeaux would be governed 
by several considerations as to whether he would remit specie or 
wine to London, and he would be guided chiefly by the state of 
the wine markets both at Bordeaux and London. For supposing 
the goods to be sold at a good profit at Bordeaux, he must next con- 
sider the price of the wine at Bordeaux, and also what it might 
be expected to fetch in London. If some great disaster had 
happened to the vines so that there was a &ilure of the crops, 
the price of wine at Bordeaux might rule excessively high ; but 
at the same time there might be a large stock of wine in London, 
and the price might not be unusually high : so that if he were 
to purchase wine at Bordeaux, and send it to London, it mig^t 
be a loss. In such a case as this, if there were no other 
native product to send, he would find it more advantageous to 
remit specie, whatever the goods would sell for, and then the 
exchange would be in favour of London : but before the London 
merchant could reckon his profits he would have to deduct the 
freight, insurance, &c., on the specie. 

It must be observed however that the example of the product 
which we have taken, wine, is not a very good one to illustrate the 
principle, because wine is an article which may be kept for several 
years before it is used : and the merchant might import the wine, 
even though it would not pay at existing prices, in the expecta- 
tion that in process of time the price of it would rise in conse- 
quence of the scarcity. An example of a product which re- 
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qoiied immediate consamption, would liave been a better illus- 
tration. 

If we suppose that Bordeaux had but one native product — 
wine — the chances of finding the markets, both at Bordeaux and 
London, in a favourable state for importing produce instead of 
specie, would be limited to that single article. But if it had other 
products, such as olive oil, the chances would be increased of find- 
ing articles to suit the market ; and the chances would evidently 
be multiplied according to the number and variety of its products. 
Hence we see the great importance of having as great a variety 
as possible in a market, because the more articles there are, the 
more chances there are that commercial indebtedness may be settled 
by products rather than by specie. 

Whether the transaction was profitable or not to the London 
merchant would entirely depend on the amount of specie he 
received after deducting all charges : and if he had purchased 
the goods he sent out from England cheap, and there was a 
scarcity of them at Bordeaux, he might realise high prices there, 
which might leave him a good profit. It would be very impro- 
bable that he could realise so much profit on that single operation 
as in the double one of exporting goods and importing wine. So 
that the import of the specie would be less profitable to him and 
the nation at large, than the import of the wine. 

The reasons which caused the export of specie from Bordeaux, 
and the import of it into England, in this case, are very plain ; 
they were the scarcity and deamess of the native products at 
Bordeaux, and the abimdant supply of them already in the 
London market. Hence we gather that the scarcity and dear- 

NESS OF NATIVE PRODUCTS IS AN INFALLIBLE CAUSE OF THE EXPORT 

OF SPECIE FROM A COUNTRY : ou the Contrary, an already existing 
abimdant supply of products both domestic and foreign is a 
certain cause of its import into a countiy ; just as people flock 
to buy in a well stocked and cheap market. 

The exchange being in favour of a country means nothing 
more than that bullion has to be remitted to it. In the case 
above described, the exchange at Bordeaux would be in favour 
of London : but this simple case is as good as a thousand to 
shew the extreme and dangerous fallacy of drawing any con- 
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elusion as to the advantage of the trade to England, from the 
simple fact of the exchange being favourable to her, and a& 
inflow of bullion taking place. 

The example given above is of the simplest description, and 
a merchant of eminence, who has correspondents in several 
different parts of the world, might easily multiply lliese open^ 
tions so as to trade with many markets before the returns of 
his cargo were brought home. Thus instead of having the wine 
sent home from Bordeaux, his correspondent might find it more 
profitable to send it to Buenos Ayres, and dispose of it there. 
The chief native product of that place is hides, and we may 
suppose that his correspondent there might invest the proceeds 
of the cargo of wine in hides, which there might be a favourable 
opportunity of selling in the West Indies. When the caigo 
arrived in the West Indies, instead of remitting the proceeds 
directly home, it might very well happen that, owing to a 
scarcity of corn at home, it might be very high there and cheap 
in Canada, so he would invest the proceeds of the hides in sugar, 
and despatch that to Canada, where the merchant*s correspondent 
there would dispose of it, and purchase com, which he would 
send to England. 

In the case just described, we observe that there are five 
distinct operations, and, as we may suppose that there is a 
profit upon each of them, by the time the returns for the goods, 
which originally cost £1000, are brought to England, it may 
very well be, that the com, which forms the ultimate payment 
of them, may be several times as valuable as the original cargo: 
and as the charges on each operation are deducted before in- 
vesting the proceeds in other articles, it is clear that tbe 
merchant's profit upon the whole is exactly the difference in 
value between the articles last purchased and sent home and 
the original cargo, after deducting all the expenses of sending 
home the last cargo : and it is also seen that no specie has been 
sent from one country to the other in the whole course of the 
extended operation. 

There will be no difficulty in considering the reverse case 
in which the operation is commenced from the foreign country. 
Suppose the starting point is New York. The staple products 
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of America are breadstuff and provisions. A mercbant of 
New York sends a cargo of com to Liverpool, and his corre- 
spondent there will endeavour to invest the proceeds of that in 
British goods, if he finds the state of the markets in England 
and New York will make such an operation profitable. Suppose 
the price of com is very high here, and British goods are also 
very high here, and very low in America, it is clear that 
nothing but specie will be sent. In cases where a great and 
unexpected dearth of com occurs in England, and its price rises 
enormously high, the infallible result is to cause a great drain of 
specie for the time being, because our necessity for food is much 
more pressing and immediate than their necessity or capability 
of consuming our cotton or woollen goods. And the only way to 
arrest such a drain is to effect such a reduction in the price of 
British goods as to make it more profitable to export goods than 
specie. And we shall see in the next chapter that it was this 
precise object which the Bank Act of 1844 was intended to 
effect. 

The varieties of trading described are sufficient to suggest 
the following rules regarding the inflow or outflow of bullion. 

I. The cause of bullion being imported is either when the 
price of goods is so low in England and so high in the foreign 
market that foreigners are tempted to send here to buy, or 
English merchants are tempted to export. 

n. The cause of bullion being exported from England is 
that there is some great and pressing demand for some article in 
this country, and other commodities are so scarce and dear that 
they cannot be exported with a profit : or that the article is 
required in such great quantities that the foreigner cannot con- 
sume our goods, which we would prefer to send in payment, fast 
enough : and so specie must be sent ; and the greater the 
difference in price the greater will be the drain of bullion : or 
that other markets are already overstocked with our products, 
which are depressed below their usual market value there. 
This is what is meant by overtrading : and from this oircum-* 
stance we see that overtrading is a sure precursor of a drain 
OF BULLION FROM THE COUNTRY. When there has been a great 
&ilure of the crops in this country, so as to cause a famine 
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9- ^e hare new to treat of a cause of the movement of 
buHica wKich has acquired an importance in modem times &r 
exceeding what it erer did beK>re : in fact it is more important 
rhaa any ether, except a depreciated Paper Currency, viz. a 
DmxEEXcz in the Batz of Ixterest or Discouxr between two 
countries. Formerlv when the communication was slow and 
expensive between different places, before the days of railroads 
and steamers, a considerable difference might exist in the Eates 
of Discount in two places, without causing a movement of bullion 
from one place to another. But that is not possible now. The 
commimication between places is so rapid now, that directly the 
difference between the Rates of Discount in any two places is more 
than sufficient to pay for the expense of sending the bullion, an 
immediate flow of bullion commences from one place to another. 
And this is in exact accordance with the usual mercantile principle 
which operates in every other case, that if the difference of price 
of the same article in any two markets is more than sufficient 
to repay the cost of sending it from one to the other, it will be 
sent; and this movement will continue as long as the difference 
in price continues. Now if the Kate of Discount in London is 
8 per cent., and that in Paris is 6 per cent, the simple meaning 
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of that is that gold may be bought for 3 per cent, in London and 
sold at 6 per cent, in Paris. But the expense of sending it from 
one to the other does not exceed ^ per cent. ; consequently, it 
leaves 2^ per cent, profit on the operation. The natural conse- 
quence immediately follows, gold files from London to Paris, and 
the drain will not cease until the Bates of Discount are brought 
within a certain degree of equality. It used to be the common 
delusion of mercantile men that gold was only sent to pay a 
balance arising from the sale of goods, and that it must cease of 
itself whenever these payments were made. But this is a pro- 
found delusion. When the Rates of Discoimt diifer so much as 
is supposed above, between London and Paris, persons in 
liondon fabricate bills upon their correspondents in Paris for the 
express purpose of selling them for bullion, which they then re- 
mit to Paris, and which they can sell again for 6 per cent. And 
it is quite evident that this drain will not cease so long as the 
difference in the Rates of Discount is maintained. Moreover 
merchants in Paris immediately send over their bills to be dis- 
counted in London, and have the cash remitted to them. Now 
the only way of arresting such a drain is to equalise the Rate of 
Discount in the two places. These simple facts are a perfectly 
conclusive answer to those writers who complain of the variations 
of the Rate of Discoimt by the Bank of England, and suppose 
that it is possible to maintain a imiform Rate. Consequently 
at the present day, it is the imperative duty of the Bank of 
England to keep a steady watch upon the Rates of Discount in 
neighbouring coimtries, and to follow those variations so as to 
prevent its being profitable to export bullion from this country. 

On Foreign Loans, Securities, and Remittances as 

affecting the Exchanges. 

10* Besides the state of national indebtedness, arising out of 
commercial operations, there are other causes which seriously 
affect the Exchanges. Formerly England, being more abundant 
in money and material resources than men, used to subsidise 
foreign powers to a great extent : and the method of transmitting 
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Buch a loan to the best advantage to the remitting coimtry is an 
operation of considerable nicety and delicacy. An actual and 
sadden withdrawal of a very large amount of bullion fiom . 
commercial country would cause the most disastrous consequences 
when so many engagements had to be met at a fixed time. 
When such necessities arise the operation is effected by Bills of 
Exchange. These events however occur but rarely, and are not 
the ordinary operations of banking, and therefore to give an 
account of how they are effected would be beyond the limits of 
this work. If any readers desire to see practical examples of 
such operations we may refer them to our Principles of Ecowh 
mical Philosophy and Theory and Practice of Banking, where 
some are given, especially the most gigantic one ever effected, 
the payment of the indemnity by France. 

Public Securities however of all sorts, Bonds of Commercia] 
Companies now form a regular article of import and export 
between various coimtries, and affect the Exchanges exactly like 
any other merchandise : but as these all pass through the Post 
Office, and not through the Custom House, it is impossible to 
have any record of their quantity : and consequently the subject 
of the Exchanges is a hopeless puzzle to any persons who only 
look to the official returns of merchandise published by the 
Board of Trade. 

There is, lastly, to be considered the sums required by resi- 
dents abroad for their expenditure. The drafts of the great 
English and Eussian families on their bankers at home, affect the 
exchanges, exactly in the same manner as any other drafts. 



On Moneta/ry wad Political Convulsions as influencing 

the Exchanges. 

11, As an immediate consequence of the preceding principles 
it follows that a political or monetary convulsion in any countiy 
will immediately turn the Exchanges in favour of tiiat country, 
if such an event is not prevented by the issue of an Inconvertible 
Paper Currency. The reason is plain : any political or monetary 
convulsion is attended by a great destruction of Credit. This 
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Credit, while it existed, performed the functions of Money : but 
as soon as it is destroyed, there is an intense demand for Money 
to fill the void. Money rises enormously in value. Multitudes 
of persons are obliged to sell their goods at a sacrifice. The con- 
sequence is that Money, having risen greatly in value, both with 
respect to Goods and Debts, an immense quantity will fiow in 
from neighbouring countries. Thus in 1799 there was a great 
oommercial crisis at Hamburg. The Kate of Discount rose to 15 
per cent. That immediately drained bullion firom England. In 
1825 there was a great oonunercial crisis in England. For a 
considerable period the bank, by making extravagant issues at a 
low Bate of Discount, had turned the Foreign Exchanges against 
the country. But no sooner did the crisis occur in December, 
than the Foreign Exchanges immediately turned in favour of it. 
Exactly the same thing happened in 1847. No sooner had the 
crisis in that year £siirly set in than the Exchanges turned in 
fiivour of the country. And numerous other examples might be 
dted if necessary. 

On the Means of Correcting an Adverse ExcJiange. 

12. The preceding paragraphs shew upon what complicated 
causes those great movements of bullion depend which produce 
such important consequences. There are three great Economic 
Quantities, Produots, Bullion and Debts, all seeking to be ex- 
changed, all flowing from where they are cheaper to where they 
are dearer. 

But all this vast superstructure of Cbedit — this mighty mass 
of exchangeable Property — is based upon Gold Bullion. Diffe- 
rent methods of doing business require different quantities of 
bullion : but however perfect and refined the system may be, 
we must come at last to a basis of bullion, as its moderator and 
regulator. If, therefore, the buUion be suffered to ebb away too 
rapidly, the whole superstructure is endangered, and then ensues 
one of those dreadful calamities, a Monetary Crisis. 

We have endeavoured to explain the different causes which 
produce an adverse exchange, so that if one takes place the 
proper corrective may be applied. If it be caused by a de- 
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predated Cnrrencj, there is no core but a restoration of the 
Currency to its proper state. 

When however it arises from a balance of indebtedness from 
commercial transactions there are but two methods of correctmg 
it, an export of produce and A Rise in the Rate of Discookt. 

It used to be a doctrine oilen asserted that an adverse ex- 
change was in itself an inducement to export, on account of the 
premiiun at which bills could be sold. What truth there was 
in this doctrine can onlj be known to those actually engaged in 
such operations. But a very much more certain means of pro- 
ducing an export of goods is a lowering of their price. We shall 
enter into this more fully in the next chapter. 

We have observed that a difference in the Rate of Discount 
between any two countries more than sufficient to pay for the 
transmission of bullion, will produce a flow of bullion from one 
to the other. But as all the cost of transmission both ways Ms 
on the operator, the difference requires to be more considerable 
than might appear at first sight. And if they are three months* 
bills, the profit reaped will be only one-fourth of the apparent 
difference. Thus Mr. Goschen says there must be a difference of 
2 per cent, between London and Paris, before the operation of 
sending gold over from France, for the sake only of the higher 
interest, will pay. And between other continental cities, of 
course, the difference may be much greater. 

But whatever the difference may be the method is absolutely 
certain. Directly the Rate of Discount rises here, people cease 
to export bullion from here, and the continental bankers and 
brokers increase their demand for English bills. And as the 
Rate rises, the demand will increase, until at last the price reaches 
the specie point, and gold begins to flow in : and as the Bate 
rises more, more powerful will be the attraction, until at last the 
necessary equilibrium is restored between bullion and Credit. 
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CHAPTER Vm. 

ON THE BANE CHARTER ACT OF 1844. 

L We shall now endeavour to explain as clearly as our 
limits allow us — Ist. The Causes which led to the enactment of 
the Bank Charter Act of 1844 ; 2ndly. The Objects intended 
to be effected by that Act; Srdly. The Mechanism devised for 
effecting those objects. 

When the Bank of England was founded it lent all its 
Capital to Government, and was allowed to issue an exactly 
equal amount of Notes. On several subsequent occasions its 
Capital was increased, and at the same time it was allowed to 
issue an equal amount of Notes. Thus for a considerable time 
its power of issuing Notes was strictly limited to the amount of 
its Capital, and it was provided that if the Directors issued 
Notes exceeding the amount of their Capital they should be 
liable in their private capacity. Afterwards they were re- 
leased from this limitation, and they were allowed to issue Notes 
to any amount they pleased, provided always that they were 
payable in specie on demand. 

2. In 1797 the Bank suspended payments in cash, from 
causes which we need not detail here. But during the war, 
being endowed with the power of issuing any quantity of Notes 
they pleased, they gave countenance to very wild speculations, 
ind at the same time an immense number of country banks 
started issuing torrents of Notes. The natural result of this was 
% heavy Depreciation of the Paper Currency. In February 
1810, the Market, or Paper, Price of gold had risen to £4i lOs., 
Euid the Foreign Exchanges had fallen to a similar extent. 
Gruineas commonly passed for a £1 note and 6^. or 7^. 

This state of matters caused such a derangement of commerce 
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that the Bullion Committee was appointed, who came to the 
resolution that this effect \7as caused by the excessive issaes ol 
Notes. They said that the true value of the Paper was to be 
estimated by the Market or Paper Price of gold, and the state 
of the Foreign Exchanges. In former times a high price of 
bullion and an adverse state of the Exchanges, had compelled 
the Directors to reduce their issues to counteract the drain of 
guineas, and to preserve their own safety. Since the restricticm 
they had not followed the same principles, as they did not £eel 
the inconvenience. Nevertheless they ought to observe the 
same rules as before the restriction, and to continue to r^nlate 
their issues by the Market Price of bullion, and the state of the 
Foreign Exchanges. 

Some proposals had been made of remedying the evil by a 
compulsory limitation of the Bank's power of issuing Notes. 
But the Committee entirely discountenanced the plan of im- 
posing a numerical limit on the Bank's issues, because the 
necessary quantity could never be fixed : and such a course 
might very much aggravate the severity of a temporary pressure. 

A very important distinction however was to be observed 
between a demand for gold for domestic purposes, sometimefl 
great and sudden, and caused by a temporary failure of con- 
fidence, and a drain arising from the imfavourable state of the 
Foreign Exchanges : that a judidoua increase of accommodation 
was the proper remedy for the former phenomenon: but a di' 
minution of its issues the correct course to adopt in the latter. 

The Report emphatically declared that the mere numerical 
amount of notes in circulation at any time was no criterion 
whatever of their being excessive : the only sure criterion was 
to be found in the Price of gold bullion and the state of the 
Exchanges. 

3. The House of Commons, however, rejected the Report of 
the Committee : and the Bank being freed from all restraint, still 
further increased its issues, which became still more depreciated, 
until in August 1818, the price of gold bullion rose to £5 105.| 
and the real value of the note was about 14:8, 2d, 

In 1814-15-16 an immense number of country banks felled, 
which reduced the Paper Currency to about one-half: and the 
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effect of this was that in October 1816 the Paper Price of gold 
had fallen to £S 188, Qd. Thus the truth of the principles of 
the Bullion Report was clearly proved. 

The Bank Note was now so nearly brought to par, that 
in November 1816, the Bank gave notice of their intention 
to pay off all notes dated before the Ist of January 1812: and 
in April 1817, all their notes dated before the 1st of January 
1816. 

But in April 1817 a drain of gold began: the Bank took no 
measures to stop it : the Paper Piice of gold began to rise and 
the Foreign Exchange to fail. In January 1819, the Paper 
Price of gold was £4 3d., and the Exchange on Paris 23*50 : the 
Bank would have been very soon drained of all its gold : and an 
Act was passed in April 1819 forbidding the Bank to make 
any payments in gold whatever. 

4. The Bullion Beport had been contumeliously rejected by 
Parliament : but it had been vehemently discussed by the press, 
and in 1819 it had entirely converted the mercantile world. 
The evidence given in its favour in 1819 was just as strong, 
as it had been adverse in 1810 : and among other persons, it 
converted Peel, the chairman of the Commons* Committee in 
1819, who said in his speech that there was no test of the excess 
or deficiency of the notes but a comparison with the price of gold. 
He also resisted the imposition of a limit on the issues of the 
Bank as a very tmwise position, because there were occasions 
when what tvas called a run on the Bank might be arrested in 
its injurious effects by an increase of its issues. It was, therefore, 
impossible to prescribe any specific limitation of issues to be 
brought into operation at any period how remote so ever. 

An Act was passed in 1819, commonly called Peel's Act, 
that the Acts in force for restraining cash payments should be 
continued till the 1st May 1823, when they were finally to 
cease. During the intervening period they might pay in bars 
or ingots of gold bullion of 60 oz. at certain prices : after the 
Ist of May 1823, they were to pay in gold coin as usual. This 
was PeeFs Act which has been so much talked about : but it 
never came into operation at all. In 1821 the Directors having 
accumulated a large amount of treasure procured an Act by 
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'which they were allowed to resume cash payments on lihe Ist 
May 1821. 

5. In 1824 a rapid drain began from the Bank, which took 
no measures to stop it ; this went on all through 1824 and 1825, 
when the bullion which was above 13 millions in January 1824 
was reduced to little over one million in December 1825. A great 
monetary crisis took place in this month, which was only arrested 
by the Bank making very liberal issues of notes to support solyent 
houses. 

6. In 1827 the Bank was at last convinced of the truth of 
the principles of the Bullion Beport and endeavoured to adopt 
them. The plan it devised was this — To keep their " securities" 
as nearly equal as possible : their cash and bullion at one-half 
of their securities : and consequently equal to one-third of their 
'' liabilities." But on several occasions the bullion had fidlen 
to about one-fifth instead of one-third. There were very severe 
monetary pressures in 1836 and 1837, but in the spring of 1838 
the Bank was again got into its normal position. But about the 
eud of 1838 another period of disorganisation commenced ai 
shewn by the following figures — 



Date 


Liabilities 


Securities 


Specie 




£ 


£ 


£ 


1838 December 10 . 


28,120,000 


20,776,000 


9,794,000 


1839 January 15 


30,306,000 


24,629,000 


8,336,000 


„ February 12 . 


26,939,000 


22,628,000 


7,047,000 


„ March 12 . 


26,088,000 


22,173,000 


6,680,000 


„ April 30 . 


26,476,000 


24,636,000 


4,466,000 


„ May 14 . . . 


26,711,000 


24,098,000 


4,117,000 


„ July 16 . 


28,860,000 


28,846,000 


2,987.000 



The Bank was thus rapidly drifting into bankruptcy ; and 
was only saved from stopping payment by negotiating foreign 
loans at Paris and Hamburg to the amount of £3,500,000. 

There being shewn to be something radically defective in 
the management of the Bank led to the appointment of a Com- 
mittee of the House of Commons in 1840, which condemned the 
principle upon which the Directors professed to act, but nothing 
could be done, as the Charter of the Bank did hot expire till 1844 
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7. la the meantime an influential sect of Currency writers 
had arisen, the most prominent of whom were Ck)lonel Torrens, 
Lord Overstone, Mr. Norman, and others. They maintained the 
following principles — 

1. That Bank Notes, i.e. the Promises of bankers to pay 
money on demand, alone are " Currency," and that no other forms 
of Paper Credit are Currency. 

2. That if Banks are permitted to issue Notes they ought to 
be only exactly equal in amount to what the specie would have 
been if there were no Notes. 

3. That any excess of Notes above the specie they displace 
is a Depreciation of the Currency. 

Lord Overstone observed in his evidence before the Com- 
mittee of the House of Commons in 1840 that it was a funda- 
mental vice of the principle devised by the Directors in 1832 to 
carry out the doctrines of the Bullion Report, that the gold 
might all leave the country without causing any diminution of 
the amount of Notes in the hands of the public : we have seen 
that this assertion was completely verified in 1839. 

8. The above-named writers being of great influence, con- 
verted Sir Robert Peel to their views, and his Bank Act of 1844 
was expressly devised for the purpose of carrying these principles 
into effect : and the machinery adopted was as follows — 

The Bank was divided into two Departments: the Issue 
Department, and the Banking Department. 

The Directors were to transfer to the Issue Department 
Secxuitiesto the value of £14,000,000, of which the debt due by 
the public to the Bank was to be a part : and also so much of the 
gold coin and gold and silver bullion as should not be required for 
the banking department. The Issue Department was then to 
deliver over to the Banking Department an amount of Notes 
exactly equal to the Securities, Coin, and Bullion so deposited 
with them. The Banking Department was forbidden to issue 
I^otes to any person whatever, except in exchange for other Notes, 
or such as they received from the Issue Department in terms of 
the Act. 

No Banks or private bankers were allowed to commence 
issuing bank notes after the 6th May 1844 : and if any ceased to 
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isBue Notes after that date, the Bank might be authoriaed by the 
Grown in Gctmcil to increase the amount of Secarides in the 
Issue Department to two-thirds of the Notes so withdrawn from 
circulation. Since 1844 several private bankers have ceased 
from business ; and in terms of the Act the Bank's power of 
issuing Notes on securities has been increased to j^l5,000,000. 
Consequently its total power of issuing Notes is now limited to 
£15,000,000 plus the amount of bullion held by the Issue De- 
partment. 

It was supposed that these provisions ensured that the Quantity 
of Notes in circulation, i.e. in the hands of the public , would be 
exactly equal to what a metallic Currency would have been, and 
that the outflow of bullion would by its own natural operation, 
have the mechanical effect of withdrawing Notes from the public 
to an equal amount. Having made these provisions, the framen 
of the Act supposed that they had taken out of the hands of the 
Bank all power of mismanaging the Currency, and that they 
might manage the banking department at their own discretion. 

To say that the amount of Notes should only be equal to 
what a Metallic Currency would have been, is a very intelligible 
proposition ; and as we Lave observed, several Banks have been 
constructed on that principle. But no banks constructed on this 
principle ever did, or by any possibility could do, banking business 
for profit. Every time that a Bank discounts a bill it is a vio- 
lation of the " Currency Principle." The Banks constructed on 
the Currency Principle were pure Banks of Deposit : they never 
did any discount business : they did nothing but exchange Credit 
for specie and specie for Credit : and if the Bank of England 
were forbidden to discount, there is no reason why it should not 
be reconstructed on this principle. 

But to suppose that the Bank Act really does carry out this 
principle is a most manifest error. In the first place it is evident 
that the £15,000,000 of Notea issued against the Public Debt 
and Securities are a direct violation of the " Currency Principle." 
How did the Bank obtain these securities ? By purchase. Now 
the purchase money of these securities is in circulation, and the 
Notes created on their security as well. Is it not clear that these 
15 millions of Notes are an augmentation of Currency to that 
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amount ? If it be true that these 15 millions of Notes are not a 
violation of the " Currency Principle " then the very stime argu- 
ment would show that the whole National Debt might be coined 
into Notes, and then there would be no more Paper in circulation 
than under a purely Metallic Currency ! Certainly it is an 
excellent plan for every one to buy the Funds with their cash, 
and then to be allowed to have it too in the form of Notes ! 
This was exactly John Law's principle, and if we may coin the 
Funds into money we may just as well coin the land into money. 

But this does not show the full extent of the error of those 
who think that the Bank Act enforces the " Currency Principle." 
The Banking Department does business like any other bank. It 
purchases or discoimts Bills of Exchange by creating Credit in 
its books ; that it increases its liabilities in another form besides 
Notes. This Credit is equally in excess of the Metallic Cur- 
rency. 

Therefore it is quite clear that those who seriously maintain 
that the Bank Act really carries out the Currency Principle 
must maintain this proposition — 

Twice 15 millions + an indefinite number of millions=15 
millions. 

In Banks constructed on the " Currency Principle " the Credit 
created is always exactly equal in quantity to the money de- 
posited and kept in the bank. But how does this matter stand 
in regard to the Bank ? To test this we need only take any one 
of its published returns at random. On the 27th March 1873, 
it appears that the Credit created by the Bank amounted to 
£61,021,187, and the specie held by the Bank amounted to 
;^3,886,372 or about 2*6 to 1. If therefore it be maintained 
that the Bank is constructed on the " Currency Principle " it 
must also be maintained that 2*6 are equal to 1. 

As a matter of pure arithmetic, therefore, it is perfectly clear 
that the Bank Act completely fails to carry out the " Principle " 
it was intended to enforce. In £ict the framers of the Act had a 
Theory, and they passed an Act : but they never took the 
slightest pains to ascertain whether the Act corresponds with the 
Theory. 

9, The expressed purpose of the Act was to cause a with- 

f2 
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drawal of Notes from circulation, i,e, from the pablic, exactly 
equal in quantity to the gold withdrawn from the Bank— in 
strict accordance with the " Currency Principle ; " and it was 
supposed that if the Directors neglected this duty, the "me- 
chanical " action of the Act would compel them to fulfil it. It 
is now to be seen how this expectation was fulfilled. 

No occasion arose for testing the powers of the Act till April 
1847. The well-known disasters of 1846 caused a steady drain 
of bullion from the Bank to commence in 1846. But the Bank 
made no alteration in the Rate of Discount till 1847, when the 
Nillion was below 14 millions, and the bank raised its discount 
to 3 J. Having lost another million in a fortnight it raised dis- 
count to 4 per cent. But it made no fiirther alteration till it 
had lost three millions more, and then it raised its discount to 5 
per cent. Here we have the same inveterate error committed by 
the Bank as on so many previous occasions — an immense drain 
of bullion, and none but the most feeble and inefficient means 
taken to stop it. But this pressure is an excellent example to 
test the alleged " mechanical " action of the Act. We shall now 
see — 1st : How the Bank was inclined to act on the principle. 
2nd : Supposing they were disinclined to do so, how far the 
Act, by its self-acting principles, could compel them to do so 
The following figures speak for themselves — 



Date 


Bank Notes 


Total Amount 
of Bnllion 


Minimum 

Rate of 

Disoount 

percent. 


Held by the 
Public 


Held in Re- 
serve by the 
Bank of 
England 


1846 August 29 . 
„ October 3 . 
„ November 7 
„ December 19 

1847 January 9 . 
„ ,1 16 . 

»* >» 30 . . 
„ February 20 
„ March 6 

,. 20 . 
„ April 3 

„ 10 


20,426,000 
20,551,000 
20,971,000 
19,549,000 
20,837,000 
20,679,000 
20,469,000 
19,482,000 
19,279,000 
19,069,000 
19,855,000 
20,243,000 


9,450.000 
8,809.000 
7,265,000 
8.864,000 
6,715,000 
6,546,000 
6,704,000 
5,917,000 
6,715,000 
6,419,000 
3,700,000 
2,668,000 


16,336,000 
16,817,000 
14,760.000 
15,163,000 
14,308,000 
13,949.000 
12,902.000 
12,216,000 
11,696,000 
11,232,000 
10,246,000 
9,867,000 


3 
3 
3 
3 
3 

H 
5 
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These figures show the utter futility of the idea that, as the 
tullion diminished, the Act could compel a reduction of notes in 
he hands of the public, for the notes in circulation were within 
n insignificant trifle as large in amount when the bullion was 
nly £9,867,000, as when it was £16,366,000. Consequently, 
lothing could be a more total and complete failure of the Act of 
844, on the very first occasion its services were required. 

Lord Overstone complained to the Committee of 1840 that 
he principle laid down by the Directors for managing the Bank 
a 1832, provided no security that Notes should be withdrawn 
rom circulation as the gold was withdrawn from the Bank : and 
b was the precise purpose of the Act of 1844 to compel the 
irithdrawal of Notes from the public exactly in the same degree 
a gold was withdrawn from the Bank : and yet the foregoing 
igures show that the Bank Act failed on the very point it was 
ixpected to effVct; and that it provided no effectual check 
whatever against mismanagement on the part of the Bank. 

Whence did this failure arise ? From this very simple cir- 
cumstance. The framers of the Act supposed that there is only 
iNE way of extracting gold from the Bank, namely, by means of 
ts Notes ; and that if people want gold they must bring in 
^otes, and consequently, that as the gold comes out, Notes must 
[O in. 

But as a matter of simple banking business, there are two 
aethods of extracting gold fi:om the Bank — namely by Notes 
,nd Cheques. Those persons who have Credit in its books may 
;o and present Cheques, and thus draw out every ounce of gold 
rom the banking department, without a single Bank Note being 
nthdrawn firom the public. 

In fact instead of withdrawing the notes from the public, as 
TBS intended by the Act, the Directors threw the whole effect of 
he 'drain of gold on their own reserves. And that happened in 
his way. The public has two methods of extracting gold from 
he Banking Department, namely by Notes and Cheques : but the 
Janking Department has only one method of extracting gold 
rom the Issue Department, namely, its Notes in reserve. And 
rhen the Banking Department felt a drain on its gold, it had to 
eplenish it by obtaining a fresh supply from the Issue Depart- 
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ment, at the same time giving up an exactlj equal amount of 
Notes. And tliiis the whole drain fell on its own reserves, with- 
out withdrawing a Note from the public 

No l^islation can prevent this power of extracting gold from 
the Bank by means of Cheques. And thus is explained the com- 
plete &ilure of the '* mechanical " action of the Act to compel 
the Directors to carry out the •* Currency Principle." The 
Directors were able to commit, and actually did commit, the very 
same error as they had done before the Act — which Lord Over- 
stone had truly said was the fundamental vice of the Bank prin- 
ciple of 1832 — and it was powerless to prevent them. 

And this simple fact completely upsets the whole theory of 
the Act. 

The fact is that there are two leaks to the ship. The firamen 
of the Act could only perceive one : and they only provided 
against one : and they were utterly astonished to find the ship 
rapidly sinking from the other leak they had forgotten. 

10. Now as the Act notoriously and manifestly failed in this 
most important point, which it was supposed to have rendered 
so secure, and which was fully and candidly admitted by Sir 
Robert Peel, it becomes a natural inquiry to ask why it failed. 
The reply to this is that the Act failed because it aimed at the 
wrong mark altogether. It wholly missed the true point in the 
case. 

In former times it was a mercantile dogma that the Exchanges 
could only be against the country in consequence o£ its being 
indebted to other countries. Nothing can be more striking than 
the vicious circle in which the Commercial witnesses argued 
before the Bullion Committee of 1810. They maintained with 
imflinching perseverance that the Exchanges could only be 
adverse because the country was indebted : and as the Exchanges 
were adverse, they maintained that the country must be indebted 
(without the slightest inquiry into the fact) because the exchanges 
were adverse. 

However the Bullion Committee completely disproved this 
Commercial dogma : and they demonstrated beyond dispute that 
the depreciated Paper Currency was the cause of the Exchanges 
being apparently adverse : but that when this depreciated Paper 
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Currency was reduced to its true value in gold, the Exchanges 
were in reality in favour of the country. 

The CJommercial witnesses maintained that when the in- 
debtedness was paid off, the drain of bullion would cease of it- 
self. But the Bullion Committee proved that with a Paper 
Currency so depreciated as Bank Notes then were, the drain 
would not cease until all the specie in circulation had left the 
country ; which was amply verified in England at that period, 
and has been fully verified in many countries since. 

The Bullion Committee thus shewed that there are two causes 
of a drain of bullion — 1st, the indebtedness of the country : 
2nd, a depreciated Paper Currency. 

But in our Tlieory and Practice of Banking fir^t published in 
1856, we shewed that there is a third cause of a drain of Bullion, 
and an adverse Exchange, which, however it might be known 
among commercial men, had never yet, that we have seen, found 
its way into any commercial book whatever, and most certainly 
had never been brought prominently before the public in 
Currency discussions, as a cause of an adverse Exchange, wholly 
irrespective of any indebtedness of the country, or of the state of 
the Paper Currency. 

The principle is this — 

That when the Bate of Discount between any two places differs 
hy more than sufficient to pay the cost of transmitting bullion from 
one place to the other, bullion will flow from where discount is 
lower to where it is higher. 

We have fully explained this principle in the preceding 
chapter, so that we need not repeat the explanation here. Hence 
if such a state of things arises, the Bank must, as an indispensable 
measure to preserve its own security, raise its Rate of Discount 
80 as to destroy these profits ; and so arrest the drain, which is 
exclusively caused by the difference of the Eates of Discount in 
the two places. 

Now when bullion dealers fabricate Bills for the purpose of 
buying gold for exportation, this practice causes no increase of 
the Bank Notes in circulation : on the contrary, they are not 
wanted : it is gold that is demanded and taken for export, and 
it steals out of the country noiselessly and unobserved. Also if 
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bankers in (Ms country will perverselj maintain the Rate of Dis- 
count lower here than in neighbouring countries, and, therefore, 
lower than the natural Rate, persons in foreign countries send 
their debts or securities over here for sale, and the proceeds an 
remitted abroad. Gonsequentlj this practice causes an export 
of gold without diminishing the Notes in circulation. Of all 
species of property Debts are the most easily transportable. The 
charges on the transmission of gold even, are heavy compared to 
those on the transmission of Debts. Debts to any amount can be 
transmitted from one country to another at the mere expense of 
the postage. Consequently if the Americans can only get £85 
per cent, for their Debts in their own country, and they can get 
£96 per cent, in England, of course, they will send them here in 
vast quantities for realisation. This was eminently and noto- 
riously the case in 1839, when the Bank of England kept its Rate 
so perversely below the natural Rate, and it was the cause which 
aggravated the drain of bullion to so alarming an extent. Hence 
we have shewn that besides the causes universally known for a 
drain of bullion — ^the indebtedness of the country and a de- 
preciated Paper Currency — there is another and most potent 
cause whose importance has only been recently sufficiently 
recognised, namely — an unnatural depression of the Bate of Dis- 
count below that of neighbouring countries. 

Now this principle was not understood at the time the Bank 
Act of 1844 was passed : and in our work on Banking (1856) 
we stated this as a fundamental principle of the Currency — 

An improperly low Rate of Discount is in its practical 
effects, a depreciation of the currency. 

We therefore shewed that the only true method of striking at 
this demand for gold is by raising the Rate of Discol^nt ; and 
that the true supreme power of governing and controlling Credit, 
or the Paper Currency, is by carefully adjusting the Rate of 
Discount by the state of the Foreign Exchanges, and the 
state of the Bullion in the Bank. 

The fact is that bullion dealers are the natural enemies of 
bankers, and they are constantly on the watch to take any 
advantage they can of the weakness of bankers, if they sell gold 
too cheaply : and they want this gold, not for the purpose of tbe 
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internal commerce of the country, as other traders do, but for 
the express purpose of sending it to be sold in other countries 
where it has a higher value. They act exactly as people would 
do with com dealers if they were so foolish as to sell their 
wheat at half the price it was selling at in neighbouring markets. 
If the farmers were to keep selling their wheat at 405. a quarter 
in England, while the price was SOs. in Paris, of course corn 
dealers would buy up the wheat in England and export it to 
France. 

Now the weak point in the Act of 1844 is that it takes no 
notice of this grand principle : it takes no precaution that the 
Directors of the Bank of England shall recognise it, and counter- 
act it. On the contrary it leaves them in full power to repeat 
their oft committed error of causing a depreciation of the 
Currency from an unnaturally low Kate of Discount. And 
thus the fundamental vice of the Bank Act of 1844 is exactly 
the same as Lord Overstone said was the fundamental vice of 
the Bank principle of 1832. The whole of the gold may be 
drawn out of the Bank without withdrawing a single Note from 
circulation, t,e, from the hands of the public. 

U. This principle was extremely little understood in 1856, 
when our work was published ; but its truth was soon signally 
verified, and acknowledged to be true by the most competent 
authorities. After the great crisis of 1857, a Committee of the 
House of Commons was appointed to investigate its causes, and 
Mr. Norman, a Director of the Bank of England, and one of the 
most prominent and influential advocates of the " Currency 
Principle '' and of the Bank Act of 1844 was asked — 

Q. 3529. Is it not principally by raising the Rate of Interest 
that you check the amount of discounts which may be demanded 
of you? — Yes: we have found, contrary to what would have been 
anticipated^ that the power we possess, and which we exercise, 
of raising the Rate of Discount, keeps the demand upon us 
within manageable dimensions. There are other restrictions 
which are less important. The Rate we charge for our Discounts, 
we find in general, is a sufficient check. 

In 1861 Mr. Goschcn published bis Theory of the Foreign 
Exchanges^ in it he says — 
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" The efficacy of that corrective of an un&vonrable stale of 
the Exchanges, on which we have been dilating {ue. raising the 
Kate of Discount) has been most thoronghly tested by late 
events. Every advance in the Bank Rate of Discount has been 
followed by a turn of the Exchanges in favour of England, and 
vice versa, as soon as the Hate of Interest was lowered, the 
Exchanges became less favourable.'* 

It is quite needless to quote any more evidence in favonr of 
this principle : its truth is now as universally admitted by all 
competent, persons as the Newtonian Law of Gravity. It is the 
acknowledged principle upon which the Bank of England is now 
managed : after our work was published in 1856, the Usury 
Laws in France were modified in order to enable the Bank of 
France to adopt it : and in &ct it is now adopted by every Bank 
in the world. 

In former times when the only communication between 
different countries was by means of sailing ships and common 
roads, and therefore very slow, expensive, and imcertain, thia 
principle, though actually true, could seldom be called into 
action, because the cost and delay in the transport of gold would 
far exceed any profit to be made out of the difference in the 
Hates of Discount, in quiet times. It was like some mechanical 
force, which actually exists, but which is overpowered and 
prevented from producing any visible effect, in consequence of 
friction. But it did act in times of commercial crisis, when the 
Kate of Discount became extreme. In 1799 enormous failures 
took place at Hamburg: discount rose to 15 per cent., and thia 
rate immediately drew gold away from England. 

But in modem times, since communications have been so 
much accelerated and cheapened, even since the Act of 1844, by 
means of railroads and steamers, this friction, as we may call it, 
has been immensely diminished : and this great principle is 
called into action with a much less difference between the Ratea 
of Discount than at any former period. Bullion would probably 
have taken ten days to go from London to Paris : it can now go 
in ten hours, and at probably the tenth part of the expense. A 
difference of 2 per cent, between the Rates of Discount in London 
and Paris will now draw bullion from one place to the other. 
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On the Causes which compelled the Suspension of the 
Bank Act m 1847, 1857, and 1866. 

12. The monetary pressure which we mentioned above 
passed away at the time, but another much more severe came on 
in the Autumn, which ended in a monetary panic ; and on the 
26th November 1847, the Government authorised the Bank to 
exceed the limits allowed by the Act of 1844, if they considered 
it necessary to do so to restore commercial confidence. This 
suspension of the Act was pei-fectly successful : and on two 
similar occasions in 1857 and 1866 a similar course was followed 
with similar results. We have given a full narrative of tJie 
course of events preceding these panics in our Theory and 
Practice of Banking, to which we must refer those who desire 
full information on the subject. We must now only examine 
the reasons which made this course necessary, and why it was 
successful. 

Ever since the enormous development of the Credit system 
of commerce in modem times, great commercial failures have 
periodically recurred, producing the most widespread distress ; 
and there have been two conflicting Theories as to what the action 
of the Bank ought to be in a Monetary Crisis. 

1. One Theory maintains that in such a Crisis, the Bank 
should liberally expand its issues, to support Commercial Credit. 
This Theory may be called the Expansive Theory. 

2. The other Theory maintains that in such a Crisis the Bank 
should rigorously restrict its issues to their usual amount, or 
even contract them. This Theory may be called the Restrictive 
Theory. 

Both these Theories have been tried in practice, and discussed 
by the most eminent authorities, and we may succinctly examine 
the residts. 

The first great monetary Crisis in modern times took place in 
1763, after the termination of the seven years' war. This great 
disaster occurred at Hamburg and Amsterdam, where the 
" Currency Principle " was in fiill operation, and where there was 
no Banking Credit whatever, except what represented specie. The 
lailures began at Amsterdam among the principal merchants. 
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The Bank had no power to assist them : and the resources of the 
private bankers were exhausted. Hearing that the Amsterdam 
bankers had determined to allow the merchants to fail, the Ham- 
burg bankers wrote to them in the greatest alarm to say that if 
they did not support the merchants, they would instantly suspend 
their own payments. By the time the letter reached Amsterdam, 
the merchants had already stopped. General failure followed 
at Hamburg, where no business was transacted for some time, 
but for ready money. The failures were equally general through- 
out Germany. The Crisis extended to England, and Smith says 
that the Bank made advances to merchants to the amount of a 
million. 

Thus we see that the ** Currency Principle " was no protection 
whatever against a Monetary Crisis : and on this occasion the 
Bank acted on the Expansive Theory. 

In 1772 the severest Monetary Crisis since the South Sea 
scheme took place. On this occasion again the Bank came for- 
ward to support Commercial Credit. 

In 1782 our unhappy war with America was ended, and the 
usual results of the termination of a great contest took place. 
The Bank had greatly extended its issues : and a very alarming 
drain of specie took place, which at one time threatened to oblige 
them to stop payment. The Directors, however, considered 
that if they could only restrain their issues for a short period, the 
returns in specie in payment of the exports would soon set in in a 
more rapid manner than they went out. They determined, there- 
fore, to make no communication to Government, but for the pre- 
sent to contract their issues until the Exchanges turned in 
THEIR FAVOUR. The Bank felt the greatest alarm in May, 1783. 
They then refused to make any advances to Government on the 
loan of that year : but they did not make any demand for pay- 
ment of their own advances, which were between 9 and 10 
millions. They continued this policy up to October, ' when at 
length the drain had ceased from the country, and money had 
begun to flow in from abroad. At length in the Autumn when the 
iiavourable signs began to appear, they advanced freely to Govern- 
ment on the loan, although at tliat time the cash in the Bank was 
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actually lower than at the time they felt the greatest alarm. It 
was then reduced to £473,000. 

The doctrine then stated by Mr. Bosanquet that guided the 
Directors was this. That while a drain of specie was going on 
their issues should be contracted as much as possible : but that 
as soon as the tide had begun to give signs of ceasing, and turn- 
ing the other way, it was then safe to extend their issues freely. 
This policy had been entirely successful, and the Credit of the 
•Bank was saved. 

After the peace of 1782 the commercial energies of the 
country were greatly developed : to carry on this increased com- 
merce a greatly enlarged Currency was necessary : and as the 
monopoly of the Bank prevented solid Banks being founded in- 
numerable tradesmen started up in every part of the country 
issuing notes. Burke says that when he came to England in 
1750, there were not 12 bankers out of London : in 1792 there 
were about 400 : the great majority being grocers, tailors, 
drapers, and petty shopkeepers. In the autumn of 1792 very 
numerous failures took place in Europe and America. In 
January, 1793, the general alarm was greatly increased by the 
rapid progress of the French Eevolution. Some great failures 
occurred in London in February ; and soon the panic spread to 
the banks. Of these 100 stopped payment, and 200 were much 
shaken. The pressure in London was intense : and this 
naturally produced a demand on the Bank for support and dis- 
counts. But the Bank being thoroughly alarmed, resolved to 
contract its issues: bankruptcies multiplied with frightful 
rapidity. The Government urged the Bank to come forward to 
support Credit, but they resolutely declined. 

In the meantime the most alarming news came from Scot- 
land. The public Banks were quite imable, with due regard to 
their own safety, to support the private bankers and commerce. 
Unless they received immediate assistance from Government, 
general failure would ensue. When universal failm'e seemed 
imminent. Sir John Sinclair remembered the precedent of 1697, 
when the public distress was allayed by an issue of Exchequer 
Bills. A Committee of the House of Commons was appointed, 
who reported that the sudden discredit of so large an amount of 
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bankers* notes had produced a most inconvenient deficiency is 
the Circulating Medium : and that unless a Circulating Medium 
was provided, a general stoppage must take place. They 
recommended that Exchequer Bills to the amount of £5,000,000 
should be issued under the dii-ections of a board of Commissioners 
appointed for the purpose, in sums of £100, £50, and £20. 

No sooner was the Act passed than the Committee set to 
work. A large sum, £70,000, was at once set down to Man- 
chester and Glasgow on the strength of the Exchequer bills, 
which were not yet issued. This unexpected supply, coming so 
much earlier than was expected, operated like magic, and had a 
greater effect in restoring Credit than ten times the sum would 
have had at a later period. 

When the whole business was concluded, a report was 
presented to the Treasury. It stated that the knowledge that 
loans might be had, operated in many instances to prevent them 
being required. The applications granted were 238, and the 
simi advanced was £3,855,624. The whole sum advanced was 
repaid : two only of the parties assisted became bankrupt : all 
the others were ultimately solvent, and in many instances 
possessed of great property. A considerable part of the sum 
was repaid before it was due, and all the rest with the utmost 
punctuality. After all expenses were paid, the transaction left a 
clear profit to the Government of £4,348. 

Contemporary writers all bear witness to the extraordinary 
effects produced. Macpherson says that the very intimation of 
the intention of the Legislature to support the merchants operated 
like a charm over the whole country, and in a great degree 
superseded the necessity of relief by an almost instantaneous 
restoration of confidence. Sir Francis Baring concurs in this 
view, and adduces the remarkable success of the measure as an 
argiunent to show the mistaken policy of the Bank. After 
careful deliberation, the Bullion Report warmly approved of it: 
censured the proceedings of the Bank : and especially cite it as 
an illustration of the principle they laid down, that an enlarged 
accommodation is the true remedy for that occasional failure of 
confidence to which our system of Paper Credit is unavoidahly 
expoeed* 
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This occasion, therefore, is a most important example of the 
beneficial effects of the Expansive Theory in a monetary panic. 

Towards the end of 1794 the Exchanges began to fall 
rapidly, and in May, 1795, were so low that it was profitable to 
export bullion. While, however, the Exchanges were so 
adverse the issues of the Bank were immensely extended. Afler 
some time however the Directors became alarmed and took the 
most rigorous measures to contract them. In April 1796 the 
Exchanges became favourable, and they continued so till Feb- 
ruary 1797. 

The excessive contraction of its issues by the Bank caused 
the greatest inconvenience to commerce, and a meeting of 
bankers and merchants was held to devise some means of relief. 
The failures among the country bankers in 1793 had caused an 
immense diminution of the country issues, and Thornton says 
that in the last three months of 1796 the issues of the bank were 
no higher than they had been in 1782, with an amount of com- 
merce many times larger than in that year. As the public could 
not get Notes, they made a steady and continuous demand for 
guineas : and although the Exchanges were favoxyahle to the 
country and gold was coming in from abroad, there was a severe 
drain on the Bank for gold. Political circumstances added to 
the alarm, and about the middle of February a stoppage of 
country banks became general. The panic reached London, and 
a general run began upon the bankers. Before this the Directors 
had used the most violent efforts to contract their issues. In 
five weeks they had reduced them by nearly £2,000,000. On 
the 21st January they were £10,550,830, and on the 21st 
February they were £8,640,250. But even this gave no true 
idea of the curtailment of mercantile accommodation: for the 
private bankers were obliged for their own security to follow 
the example of the Bank. In order to meet their payments, 
persons were obliged to sell their stock of all descriptions at an 
enormous sacrifice. The 3 per cents, fell to 51 1 

On Saturday the 25th February 1797, the specie in the Bank 
was reduced to £1,272,000 with the drain becoming severer 
every hour. The Directors now felt that they coidd hold out 
no longer : and on Sunday a Cabinet Coimcil was held, and an 
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Order in Council was issued directing the Bank to suspend pay- 
ments in cash until the sense of Parliament could be taken on the 
subject. Accordingly on Monday the 27th, the cash being then 
reduced to £1,086^70, the Bank suspended payments in cash, and 
did not resume them partially till 1816, and completely till 1821. 

But immediately this was done, they enlarged their accommo- 
dation liberally : within a week they increased their issues by 
two millions, and the relief was very great. A meeting of 4,000 
merchants and traders agreed to suppoft the Credit of the Notes. 

The most eminent authorities afterwards severely censured 
the management of the Bank. Thornton said that the excessive 
contraction of Notes had shaken public credit of all descriptions, 
and had caused an unusually severe demand for guineas : that 
the Bank ought to have extended its issues to supply the places 
of the Country Notes which were discredited. Boyd was clearly 
of opinion that the excessive restriction of Notes was the chief 
cause of the forced sale and depreciation of the public securities. 
In 1810 the Governor of the Bank said that after the experience 
of the policy of restriction, many of the Directors repented of 
the measure : and the Bullion Committee explicitly condemned 
the policy of the Bank both in 1793 and 1797. 

Nothing in short could be more unhappy than their regulation 
of their issues. When the Exchanges were violently adverse, 
80 that it was very profitable to export gold, they enlarged them 
to an extravagant extent : and when the Exchanges were ex- 
tremely favourable, so that gold was flowing in, they contracted 
them with merciless severity. The issues which were £14,000,000 
when the Exchanges were against the country were reduced to 
£8,640,250 when they had been for several months eminently 
favourable. The entire concurrence of the evidence shews that 
it was this excessive restriction of Credit which caused the 
severe demand for gold. 

And now we see the practical results of the two policies : 
when all commercial and banking Credit was on the verge of 
universal ruin it was saved and restored by the Expansive 
Theory in 1793: in 1797 the Restrictive Theory was carried 
out to the bitter end, and the result was the Stoppage of th£ 
Bane. 
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A • consideration of all these circumstances induced the 
Bullion Committee to condemn the Restrictive Theory in the 
most emphatic terms : and all the greatest mercantile authorities 
of the period, including Peel himself in 1819, entirely concurred 
in these doctrines : and he said that no limitation of the Bank's 
power of issue could ever be prescribed at any period however 
remote. That period however came in 1844. 

The next great crisis was in 1825. Ever since the beginning 
of 1824 there had been a contintial drain of bullion which the 
Bank took no means to stop. It fell from 13f millions in 
March 1824, steadily and continuously to barely 8 millions in 
November 1825, when every one felt a crisis to be impending. 
The papers discussed the policy of the Bank, and it was 
generally expected that it would rigorously contract its issues. 
The panic began on Monday the 12th December 1825, with the 
fall of Pole, Thornton and Co., one of the principal City banks, 
which drew down with them forty country banks. A general 
run began upon all the city bankers. For three days the Bank 
pmrsued a policy of the most severe restriction. Mr. Huskisson 
said that during 48 hours it was impossible to convert into 
money, to any extent, the best securities of the Government. 
Exchequer Bills, Bank Stock, East India Stock, as well as the 
public Funds, were imsaleable. At last when universal stoppage 
was imminent, the Bank completely reversed its policy. On 
Wednesday, the 14th, it discounted with the utmost profuseness. 
Mr. Harman said — " We lent by every possible means, and in 
modes we had never adopted before : we took in stock as 
security : we purchased Exchequer bills : we made advances on 
Exchequer bills : we not only discounted outright, but we made 
advances on deposit of bills of exchange to an immense amount : 
in short by every possible means consistent "with the safety of 
the Bank, and we were not, on some occasions, ovemice ; seeing 
the dreadful state the public were in we rendered every 
assistance in our power." Between Wednesday and Saturday 
the Bank issued £5,000j000 in Notes, and sent down to the 
country a large box of £1 notes, which they accidentally found. 
This bold policy was crowned with the most complete success : 

Q 
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the panic was stayed almost immediateljy and bj Saturday was 
over. 

The drcnmstances of this crisis are the most complete and 
triumphant example of the truth of the principles of the BuUioa 
Report, and of the Expansiv£ Theory : and signally yindicats 
thQ wisdom of Peel in 1819^ when he refused to adopt liie 
Besttrictive Theory, and impose a numerical limit on die 
Bank's issues, and which he again protested against in 1838. 

The next crisis was in 1837 : but the Bank ioteee&ng it, 
judiciously anticipated it, and made the most liberal issues to 
houses which required it By thus adopting the Expansivk 
Theory in good time, nothing more occxured than a severe mone- 
tary pressure, which was prevented from deepening into a cruis 
entirely by the judicious conduct of the Bank. 

Up to this period Sir Robert Peel had passed through two 
phases of opinion with regard to the Currency Question. Whm 
comparatiyely a young man he bad formed one of that fiunou 
majority which had voted that a £1 note and Is. were exactly 
equal to a £1 note and 78.: or that 21 is equal to 27. In 1819 he 
completely adopted the doctrines of the Bullion Report and be- 
came a disciple of the school of Homer, Huskisson, Thornton,' 
and Eicardo. But in 1840 a new school of Currency Theorists 
had arisen of whom the most distinguished were Mr. Jones 
Loyd, now Lord Overstone, Colonel Torrens, Mr. Norman and 
others. These influential persons saw that notwithstanding the 
undoubted truth of the doctrines of the Bullion Report, there 
was some incurable vice in the management of the Bank of 
England, which had, beyond all dispute, greatly conduced to 
prepare the way for the great commercial crisis of 1825 by its 
extravagant over-issues of Notes. They foimd that the Bank 
was totally unable to manage itself on the principles it professed 
to be guided by. They traced the original source of aU Com- 
mercial crises to the excessive issues of Notes by banks. Thej 
adopted the definition of " Currency " as being Money and Bank 
Notes only payable to bearer on demand, to the exclusion of all 
other forms of Paper Credit : and they maintained that the only 
tiue principle of issuing Notes was that when Notes were isiued 
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they should be exactly equal in amount to what fhe spocie would 
be if there were no Notes. 

These doctrines being strenuously urged by a number of able 
md influential persons, completely converted Sir Robert Peel, 
irho now entered on the third phase of opinion with respect to 
die Currency Question, and by the Bank Act of 1844 he en- 
learoured to give effect to these doctrines. 

Peel therefore determined now to adopt the Restrictive 
rfaeory, and to impose by law,, what every eminent authority of 
brmer times including himself had solemnly condemned — a. 
xumerieal limij; on the issuer of the Bank. 

' The Bank Act was passed amid general applause, but as said 
ilxHre, on the very first occa»on on which its powers were* tested 
n April 1847, it completely &iled to compel the Directors to 
arry out its principles^ and one-third of its bullion ebbed away, 
nritkout any appreciable diminution of the amount of its Notes in 
droulation. 

But in October 1847 a far severer crisis took place. Tlie 
Bank made immense advances ta other banks and houses to pre- 
rent ihem from stopping payment. But numerous Banks and 
IJommercial Houses did stop payment, and the resources of the 
)ank were exhausted. At last after repeated deputations to the^ 
jrovemment to obtain a relaxation of the Act, and with the 
■toppoge of the whole commercial world imminent, the Govern- 
nent authorised the Bank to issue Notes at discretion. And 
vhat was the result? The panic vanished in 10 minutes. No 
looner was it known that Notes might be had if necessary, than 
he want of them ceased. The whole issue of Notes in conse- 
luence ^ this letter was only £400,000* and the legal limits of 
he Act were not exceeded. 

Thus on this occasion again, the Restrictive Theory wholly- 
ailed : and the Expansive Theory saved the country and was 
he only means of saving the Bank itseLE from stopping pay> 
nent. 

The next great crisis waa in November 1857, which was- far 
nore severe, as regards the Bank itself, than that of 1847. On 
he 12th November 1857 the Bank closed its doors with the sum 
>f £68,086 in Notes: £274,953 in gold : and £41,106 in silver: 

q2 
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being a total sum of £387,144. Such were the lesomces of die 
Bank to begin business with on the 13th I Truly said dw 
Governor it must entirely have ceased discounting, which would 
have brought an immediate run upon it. The bankers' babmoes 
alone were £5,458,000. It is easy to see that the Bank ooakl 
not have kept its doors open for an hour. 

On the evening of the 12th the Government sent a letter to 
the Bank, authorising them to issue Notes at their discretion, 
but not at a less rate than 10 per cent. ; and next morning ai 
before, the panic had passed away. 

Thus on this occasion again, the Restrictive Theory whoDy 
failed : and the Expansive Theory saved the country : and iras 
the only means of saving the Bank itself from stopping pay- 
ment. 

The next great crisis was in 1866, which was still more 
severe. Unfortunately, no investigation was held respectiog it, 
so that there is no reliable account of its circumstances. On the 
10th of May there was a general run upon all the London baDk& 
It was said, but we cannot say with what truth, that one great 
Bank alone paid away £2,000,000 in six hours. After banking 
hours it became known that the great discount house of Overend, 
Gurney and Co. had stopped with liabilities exceeding ten millions 
— the most stupendous failure that had ever taken place in the 
city. The result of such a catastrophe was easily foreseen : not 
another bank could have survived the next day : and that even- 
ing the Government again authorised the Bank to issue at dis- 
cretion, at not less than 10 per cent. The Bank advanced 
£12,255,000 in five days : but the panic passed away. 

Thus again the Restrictive Theory wholly failed : the 
Expansive Theory saved the country : and was the only meana 
of saving the Bank itself as well as every other bank from stopping 
payment. 

Thus we see the entire failure of PeeFs expectations. He 
took away the power of unlimited issues from the Bank, and 
imposed a rigorous numerical limit on its powers of issue, under 
the hope that he had prevented the recurrence of panics. But 
the panics recurred with precisely the same regularity as before : 
and therefore in this sense too the Act has failed : and when 
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monetary crises do occur, it is dedsivelj proved that it is wholly 
incompetent to deal with them. 

It has been seen that it is a complete delusion to suppose that 
the Bank Act carries out the ** Currency Principle." It might be 
supposed perhaps, that if it did really carry out the '^ Currency 
Principle " it might prevent panics arising. General experience 
however entirely negatives this view. In 1764 the most seveie 
Monetary Crisis which had occurred up to that time, took place 
at Amsterdam and Hamburg, where the banks were really 
constructed on the " Currency Principle." 

A decisive example of this took pliace at Hamburg in 1857. 
A similar Monetary Crisis took place there as here, and the 
Bank being constructed on the " Currency Principle " had no 
power to issue Notes to support Credit. The Magistrates were 
obliged to issue city bonds to support the Credit of the merchants : 
exactly as the Gk)vemment had issued Exchequer bills in 
England in 1793. Here also the Restrictive Theory wholly 
failed, and it was found necessary to adopt the Expansive Theory 
to avert universal failure. 

This disaster took place where the " Currency Principle " 
was in full force; another instance that it is no protection 
against panics. 

The experience of every country exactly confirms the ex- 
perience of England. At Turin the bank was constructed on 
some principle of limitation : but in 1857 it was found necessary 
to suspend its constitution, and allow it to issue Notes to support 
Credit. 

The very same thing was conspicuously proved in 1873. In 
Austria, in North Germany, and in America, the Banks were 
all constructed on some analogous principle of limitation of their 
issues. But in the severe monetary panic in each of these 
countries, it was found necessary to suspend their constitutions, 
and authorise them to issue at discretion to support commercial 
Credit. 

Thus universally throughout the world, it is proved by 
abundant experience, that the Restrictive Theory cannot be 
maintained afler a monetary panic has reached a certain degree 
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of inteDsity : and that it is absolutely necessary to adopt tlie 
Expansive Theory to avert universal failure. 

13. The supporters of the Act of 1844 assert that it is the 
complement of, and in strict accordance with the principles of tiie 
Act of 1819, and the Bullion Eeport. But such statements are 
utterly incorrect: and the following are the fundamental 
differences of principle between them — 

I. The Bullion Report declares that the mere numerical 
amount of Notes in circulation, at any time, is no criterion 
whether they are excessive or not. 

The Theory of the framers of the Act is that the Notes in 
circulation should be exactly equal in quantity to what the guld 
coin would be if there were no. Notes : and that any excess of 
Notes above that quantity is a depreciation of the Currency. 

Is this principle of the supporters of the Act in accordance 
with the principle of the Bullion Report ? 

II. The Bullion Report declares, and the supporters of the 
Act of 1819 maintained, that the sole test of the depreciation of 
the Paper Currency is to be found in the Price of Gold Bullion 
and the state of the Foreign Exchanges. 

Ricardo says — " The issuers of Paper Money should regulate 
their issues solely by the price of bullion, and never by the 
quantity of their paper in circulation. The quantity can never 
be too great or too little, while it preserves the same value as the 
standard.^' 

According to the supporters of the Act of 1844, the true 
criterion is whether the Notes do or do not exceed in quantity the 
gold they displace. 

Is the doctrine of the supporters of the Act of 1844 in 
accordance with the doctrine of the Bullion Report and the 
framers of the Act of 1819 ? 

III. It was proposed to the Bullion Committee to impose a 
positive limit on the issues of the Bank to curb their powers of 
mismanagement. The Bullion Report expressly condemns any 
positive limitation of its issues: and Peel in 1819 and in 1833, 
fully concurred in this condemnation. 

The Bank Act of 1844 expressly limits the issues of the BasL 
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Does the Bank Act of 1844 coincide with the principles of 
the Bullion Eeport and the doctrines of Peel in 1819 and 1833 ? 

IV. The Bullion Report, after discussing the most important 
Monetary Crises which had occurred up to that time, expressly 
condenms the Bestrictive Theory in a Monetary Panic, and 
says that it may lead to imiversal ruin : and recommends the 
Expansive Theory. 

The Bank Act enacts the Restrictive Theory by Law : and 
prevents the Expansive Theory from being adopted. 

Does the Bank Act of 1844 agree with the doctrines of the 
Bullion Report, and of Peel in 1819 and 1833, on this point ? 

Peel in introducing his measure of 1844 said we must never 
again have such discreditable occasions as 1825, 1836, and 1839 : 
but since 1844 we have had 1847, 1857, and 18G6. On each of 
these occasions the Restrictive . Theory was enacted by law : 
and on each occasion the Government was obliged to come for- 
ward and authorise the Bank to break the Law : to abandon the 
Restrictive Theory, and adopt the Expansive Theory, as the 
only method of averting ruin. 

Experience, therefore, has indisputably proved that the 
Bullion Report was framed with truer wisdom and scientific 
knowledge of the Principles of Paper Currency than the Bank 
Act of 1844. The only deficiency in the Report was that it 
£uled to point out the proper means for carrying its principles 
into effect so as to maintain Paper on a par with gold. But we 
supplied this defect by shewing that the true means of controlling 
the Paper Currency is by adjusting the Rate of Discount hy the 
Foreign Exchanges and the state of the Bullion in the Bank. 

Examination of the Arguments alleged for maintaining 

the Bank Act. 

14. It has now been clearly shewn that the Bank Act has 
completely failed both in Theory and Practice. It has been 
shewn that it is based on a Definition of the word '* Currency " 
which any Mercantile Lawyer would at once pronounce to be 
erroneous — that it professes to adopt a Theory of Currency which 
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it has entirely £uled to enforce — ^that if the Directors choose ihej 
can mismanage the Bank quite as easily under the Act as before it, 
and that the pretended '^ mechanical " action of the Act wholly 
failed to prevent them from doing so — ^that the Act was expready 
framed with the expectation that it would prevent commercial 
panics, and that it has wholly failed in doing so : and hitherto 
panics have recurred with the same regularity as before — and 
furthermore, although the Act is in no sense whatever the cause 
or original source of these crises, yet when they do occur, and 
they reach a certain degree of intensity, the operation of the 
Act, by visibly limiting the means of assistance, deepens a severe 
monetary pressure into a panic, which can only be allayed by 
its suBpension, and a violation of its principles. 

In every one of these respects the Bank Act has completely 
failed : and in regard to these things its credit and reputation is 
utterly dead and gone. It is therefore necessary to examine 
fairly the arguments alleged in its favour, and the reasons urged 
why it should still be maintained. 

The supporters of the Act, allowing that it has failed in some 
respects, yet allege that the Directors having committed the same 
mischievous errors as they had done before it, it arrested their mis- 
management much sooner than would otherwise have been the 
case : and that when the panic did occur, it was only through 
the Act that the Bank had six millions of gold to meet the 
crisis : and that by this means the convertibility of the Note was 
secured. 

So far as regards the crisis of 1847, it must be admitted that 
there is much truth and force in this argument. The Directors 
at that date shewed that they had not yet acquired the true 
principles of Banking, and it must be conceded that it was 
entirely owing to the Act that they were checked in their 
mistaken policy while there was still six millions of gold in the 
Bank. 

But the same groimd of censure did not apply to the crisis 
of 1857. In the interval between 1847 and 1857, the Directors 
really grasped the true method of controlling the Paper Currency 
by means of the Rate of Discount. The truth of this principle 
vaa probably more quickly enforced on their attention by the 
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limitation imposed bv the Act than it would otherwise have been. 
It has never been idleged that the Commercial Crisis of 1857 
iras in any way due to the Act. But it is a matter of positive 
certainty that since that date the Bank has fully recognised and 
adopted the principle of governing the Paper Currency by means 
of the Rate of Discount. The same rule has been adopted by 
the Bank of France, and this is now the recognised principle by 
which every Bank is managed. Certainly since 1857 there has 
been nothing to blame in the general management of the Bank. 
Granting every merit that can &irly be due to the Act, that it 
has compelled the recognition and adoption of this principle some 
years earlier than it otherwise would have been, it may be said 
that the Act has now fulfilled its purpose. It has done all the 
good it can do. The Directors now perfectly understand, and 
have for the last 19 years conducted the Bank with the greatest 
success on sound principles. Having therefore accomplished this 
great purpose, the Act has done its work, and has ceased to be 
necessary : and its operation at other most important times being 
proved to be injurious by the most overwhelming evidence, it 
may now be safely and advantageously repealed — so far at least 
as regards the limitation of its power of issue. And the reason 
for the expediency of this change is this — 

Under the present system of Commercial Credit, there must be 
some Source with the Power of issuing undoubted Credit to support 
solvent Commercial Houses in times of Monetary Panic. 

It has been conclusively shewn in the preceding remarks, that 
it is entirely futile to expect that Commercial Crises can be pre- 
vented ; and that they occur with precisely the same violence 
in places where there is a purely Metallic Currency as anywhere 
else. Hence the illusions in this respect, on which the Act was 
founded, are now completely vanished. 

In all cases, houses which are clearly insolvent should not be 
supported : they ought to be compelled to stop without any 
hesitation. To support such houses is a fraud upon their 
creditors. But under our complicated system of commerce, the 
Credit of even the most solvent houses is so inter-twined and 
connected with others, that no one can tell how far any house, 
even of the highest name, is solvent. Consequently every one is 
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affected by this universal discredit. Many houses whicH are 
really solvent, may have their assets locked up in some form 
which is not readily convertible. Under such circumstaoces it 
is absolutely indispensable, to prevent tuuversal ruin, that there 
shoidd be some source with the power of issuing undoubted 
Credit to houses which can prove their solvency. And then are 
but two sources from which such Credit can be iasned, the 
Government and the Bank of England. 

In 1793 the Bank resolutely refused to support Commercial 
Credit, and the Government was obliged to assist solvent houses 
with Exchequer bills, and this saved the commercial community 
from ruin. In 1797 the Bank also refused to support commerce, 
and the result was its own stoppage. After the stoppage, how- 
ever, it largely extended its issues, and commerce was relieved. 

In every commercial crisis since 1797, however sternly Ae 
Bank has adopted the Hestbictive Theory at first, it has ulti- 
mately been driven to abandon it, and adopt the Expai^sive 
Theory. In 1825, while the Bank persisted in the Restrictive 
Theory, some eminent bankers stopped payment with assets 
worth 405. in the pound. Two days afterwards the Bank 
changed its policy, and issued notes with the most profuse liber- 
ality, and the panic vanished. If the Bank had adopted this 
principle at first, and assisted those bankers who were really 
solvent, they would have been saved from stopping payment. 

The very same principle was decisively proved in 1847, 1857, 
and 1866 : the Restrictive Theory was in those years enforced 
by Law. But no Government could maintain the Act and the 
Restrictive Theory to the bitter end, and face the consequences 
of producing universal ruin in pursuance of a Theory which all 
the most distinguished authorities had unanimously condemned. 

It is therefore irrefiragably proved by the unanimous opinion 
of the most eminent commercial authorities, and the clear ex- 
perience of 100 years that the Restrictive Theory in a com- 
mercial crisis is a fatal delusion : and that when a conmierdal 
panic is impending, the only way to avert and allay it is to give 
prompt, immediate, and liberal assistance to all houses who can 
prove themselves to be solvent, at the same time allowing all 
houses which are really insolvent to go. Universal experieace 
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proyes that this is the only means of separating the sound from 
the unsound, and averting general ruin by preserving the former. 

As a matter of fact it is perfectly well known to all bankers that 
an excessive restriction of Credit produces and causes a run for 
gold. 

Sir William Forbes, in his interesting Memoirs of a Banking 
HousSj says of the crisis of 1793 — " These proceedings which 
obviously foreboded a risk of hostilities were the signal for a check 
on mercantile Credit all over the kingdom : and that check led 
by consequence to a demand on bankers for the money deposited 
toith them, in order to supply the wants of mercantile men." 

The Bullion Report expressly attributes the stoppage of the 
Bank in 1797 to the merciless restriction of Credit. 

In 1857 discounts had ceased at the various banks and a 
general run was conmiencing upon them when the Treasuxy 
letter came : this allayed the panic and stopped the run. 

In 1866 matters were a great deal worse. In consequence 
pf the restriction on Credit, a most severe and general run took 
place on all the London bankers. The sum paid away during 
the panic can probably never be known, but it was something 
perfectly &bulous. And this general nm upon the bankers was 
certainly caused and produced by the excessive restriction of 
Credit, caused by the Bank Act. 

The result of such an Act was most distinctly predicted by 
Henry Thornton, one of the joint authors of the Bullion Report, 
in his treatise on the Paper Credit of Great Britain published in 
1802. He says-. 

" Two kinds of error on the subject of the affairs of the Bank 
of England have been prevalent. Some political persons have 
assumed it to be a principle, that in proportion as the gold of the 
Bank lessens, its paper, or, as is sometimes said, its loans (for the 
amount of the one has been confounded with that of the other) 
ought to be reduced. It has been already shewn, that a 

MAXIM OF THIS SORT, IF STRICTLY FOLLOWED UP, WOULD LEAD TO 
UNIVERSAL FAILURE." 

The Bank Act of 1844 was constructed on this precise prin« 
ciple, and Thornton's prediction has been strictly verified. 

Seeing then that it is a matter of absolute demonstration that 
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it is indispensablj ne ceamy thst ihexe miufc be flome Bomce 
hftving the power to iame solid Credit to support aolFent houses in 
Monetary Panics, it only remains to consider whether that source 
should be the GoTemment, or ihe Bank—HUid reiy conyincing 
reasons shew that it ought to be the Bank rather than the Goyern- 
ment. 

Such a duty is quite out of the usual line of the Govemmfflii 
They must issue a Special Commisson to inrestigate the soIyokj 
of those merchants who ask for assistance. Such a Commiadon 
would nerer be appointed until matters had become Tery seyere, 
and much suffering would be caused by the unnecessary delay. 

But such a thing is the ordinary and eyery day business of 
the Bank« The merchant simply goes in the ordinary way of 
business to the Directors, satisfies them of his solyency, giyes 
them the necessary security, and receiyes the assistance without 
delay. 

These considerations as well as others which might be adduced, 
shew that the proper source to haye this power is the Bank of 
England, and not the Goyemment. 

Some persons however might suppose that such an issue of 
notes might turn the Foreign Exchanges against the country. It 
was formerly supposed, and the idea pervaded Sir Robert Peel'B 
speech, that the Foreign Exchanges are mainly influenced by the 
numerical amount of Notes issued. But in modem times it has 
been proved that the Rate of Discount is an infinitely more 
powerful method of acting on the Exchanges than the amount of 
Notes. And this may be said to be a new discovery since Sir 
Robert Peel's speech : for there is not a trace of this principle 
to be found in it : nor did any of the practical men of business 
who supported the Act ever shew that they appreciated the im- 
portance of this principle. In former times certainly, when there 
were multitudes of Banks issuing torrents of Notes, these Notes 
lowered the Rate of Discount, and drove the bullion out of the 
country. But under the modem system when these issues have 
been happily suppressed, all danger on this score has vanished: 
and under present circumstances no issues are excessive which do 
not lower the Rate of Discount. 

The doctrine laid down in the Bullion Report and by all the 
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most eminent autHorities of that period, "was, that the true 
criterion of the proper quantity of Paper Currency was not its 
numerical amount, but the state of the Foreign Exchanges and 
the Market Price of Gold Bullion. This doctrine was true so 
far as it went : but unfortunately it was incomplete : the Com- 
mittee never laid down the Eule for carrying this principle into 
effect. The principal method thought of until afler PeeFs time. 
was simply diminishing the numerical amount of the Notes. It 
is true that raising the Eate of Discount was reckoned among 
the subsidiary methods of arresting a drain, but so little was its 
true importance understood that it was not even mentioned by 
PeeL But in our Theory and Practice of Banking we shewed 
by the plainest arguments that it is the true keystone of the 
Theoet of the Bullion Report, and it is now proved by con- 
clusive experience that it is the true supreme power of con- 
trolling THE Exchanges and the Paper Currency, and all 
other methods are insignificant compared to it. And since the 
Directors now thoroughly understand and act upon this principle, 
they may be entrusted with unlimited powers of issue. 

Some able authorities however are of opinion that the Act 
filiould be maintained, as it strengthens the hands of the Directors 
in carrying out this principle, and enforcing the rule. That 
without the Act commercial pressure upon them might some- 
times be too strong to resist. Whatever force there may be in 
this argument, it will be found that the other arguments com- 
pletely outweigh it : and in fact such an argument naturally 
leads us to consider the constitution of the Directorate itself. 

By a remarkable custom professional bankers are excluded 
from the Directorate of the Bank, which is exclusively com- 
posed of merchants. It has long been recognised that Com- 
mercial Credit and Banking Credit are of two distinct natures 
and in many respects conflicting and antagonistic. The same 
persons should not carry on both kinds of business: great 
bankers should not be merchants, and great merchants should 
not be bankers. The Duty of a banker frequently conflicts 
with, and is antagonistic to, the Interest of a merchant. A 
banker^s duty is to keep himself always in a position to meet 
his liabilities on demand : and when there is a pressure upon 
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him it is his duty to raise the price of his money. Bat the 
Interest of a merchant always is to get accommodation as cheap 
as possible. Hence as the Directors emanate ezclnaiTelj from 
the Commercial body, the Interest of the body from which 
they come, has been frequently opposed to their Dutt as 
Directors of the Bank. And formerly it cannot be denied, ihat 
their sympathy for the body to which they belonged has inter- 
fered with their proper course of action as Directors of the 
Bank, and has been the cause of many errors. 

The whole principles of the subject have now been brought 
to strictly scientific demonstration. If therefore the Directors 
find themselves unable to withstand Commercial pressure, and 
fulfil their undoubted duty, it would seem to raise the question 
whether some modification of the constitution of the Directorate 
might not be desirable, and whether a certain portion of 
them at least, should not be unconnected with commerce, as 
private bankers are. There are very good reasons why they 
should not be exclusively taken from the Commercial body. 

The overwhelming weight (^ practical considerations is in 
fiivour of restoring the Bank to its original condition, and 
abolishing the separation of the departments : which, as has been 
shewn, was intended to carry out a particular Theory, but which 
it wholly fails to do. For while times are quiet, or even during 
a moderately severe monetary pressure, the Act is wholly in 
abeyance : it is entirely inoperative. But when a real com- 
mercial crisis takes place — and it totally feils to prevent these 
as it was expected to do— and when the Crisis has deepened 
beyond a certain degree of intensity, then the Act springs into 
action with deadly effect. It prevents by Law the only course 
being adopted which the unvarying experience of 100 years has 
shewn to be indispensable to avert a panic, namely, a timely 
and liberal assistance to solvent houses: then follows wild 
panic : and if the Act were rigorously maintained, then universal 
ruin. 

The true object of the Act is to insure the convertibility of 
the Bank Note. But the principle of the Act, or the machineiy 
devised for that purpose, is merely a means to that end, and it 
has been proved to be defective. A better means of attaining 
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the object of the Act has been ascertained and demonstrated to 
be true bj the strictest scientific reasoning, as well as by 
abundant experience, since the passing of the Act, which is 
acknowledged to be efficacious : and, therefore, the Act is no 
longer necessary. The necessity for passing the Act was a deep 
discredit to the Directors of the Bank. It was a declaration 
that they were not competent to manage their own business. 
But now that they have shewn that they are perfectly able to do 
so it is no longer necessary. It may be sometimes necessary to 
put a patient into a strait waistcoat: but when the patient is 
perfectly recovered and is restored to his right mind, the strait 
waistcoat may be removed — especially as it is foimd that under 
certain circumstances the strait waistcoat not only strangles 
the patient, but scatters death and destruction all around. 
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CHAPTEB DL 

ON THE BUSINESS OF BANKING* 

L We have seen in a former chapter that from the time the 
word '^ Banker" was first used it meant a person who hongbt 
Money by means of his Credit, or Promise to pay an equal som 
either on demand, or at some future time. In the business of 
the Exchanges, those are termed " banking operations " which 
consist in buying and selling Bills. A " Banker " also bnys 
other Debts such as Bills of Exchange by means of his own 
Credit, by creating fresh Debts. Hence the business of a 
merchant is to buy and sell commodities with Money and Debts: 
the essential business of a '' Banker " is to buy Money and Debts, 
by creating other Debts. A " Banker " is therefore essentially 
a dealer in Debts, or Credit : though he sometimes adds other 
species of monetary business to this. 

In modern practice a Banker may stand in Jour relations to 
his Customer— 

1. As the Purchaser from him of Money or Debts. 

2. As his Agent or Trustee, or Bailee of his Money and 
Valuable Securities, i.e. Securities for Money and ConTertible 
Securities ; these are termed Banking Securities. 

3. As the Pawnee of the same. 

4. As his Warehouseman for plate, specie, jewels, deeds, &c.f 
not being Banking Securities. 

The Duties, Rights, and Liabilities between a banker and 
his customer are peparate and distinct in all these relations, and 
we must now explain them. 
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On the relation of a Banker to his Customer as the 
Purchaser from him of Money or Debts, 

2. The first of these cases ia the ordinary one where a 
customer opens an account with a banker by means of paying 
in money to his account. In this case, the customer cedes 
the Property in the Money to the banker, and receives in 
exchange the Right or Property to demand an equal sum when 
lie may require it. The transaction is a Sale or an Exchange 
of Money for a Debt. The Money placed with the banker is 
not a Depositum but a Mutuum, The banker and his customer 
stand in the common law relation of Debtor and Creditor. It is 
also part of the fundamental contract between the banker and 
his customer that the latter may transfer this Right or Property, 
called a Credit or a Debt, to any one else he pleases, and this 
Bight of Action may circulate exactly in the same way as Money 
itself. 

The banker therefore has bought this money : he has acquired 
the entire Property in it, and he may do what he pleases with it. 
He may trade with it in any way he pleases, and his customer 
has no legal ground of complaint against him. He has voluntarily 
parted with his money and received in exchange for it the Right 
to demand an equivalent sum : and if when he does so, his 
banker is unfortunately unable to pay it, the customer is only 
entitled to receive a proportion of the banker's property rateably 
with other creditors. 

Therefore the common phrase when a man says he has so 
much " money " at his banker's is incorrect. He has no money 
at his banker's, he has nothing but a Right of action to demand 
money which is recorded in his banker's books, and which is 
called a Deposit. 

If a customer makes his will bequeathing "all his ready 
money " " all his Debts " " all his moneys " the sum standing at 
his credit in his banker's books has been held by numerous 
decisions in Equity to pass under these designations. 

The relation between banker and customer being simply that 
of Debtor and Creditor, if a customer were to leave a balance on 

R 
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his banker's hands for six years without operating on it, the 
Statute of Limitations would take effect, and he might if he chose 
refuse to pay it. 

This is the simplest case of an account between banker and 
customer and is called a Drawing or Current Account. 

Trading customers however usually keep a different kind of 
an accoimt with their banker. They sell their goods and take a 
bill at 3 months for them. As this bill is not convenient for 
trading purposes, they take it to their banker and offer it to him 
for sale. If he thinks it a good debt which will be paid at 
maturity he buys it from his customer. He writes down to the 
Credit of his customer's account the full amount of the bill and 
at the same time he debits his account with the sum he agrees 
to receive as profit. When the profit is retained at the time of 
the advance it is called Discount. The discount is, there£)re, 
the difference between the price of the bill and the amouM, 
When a banker buys a bill in this manner he is said to dis- 
count it. 

When a banker discounts a bill for a customer or buys a 
Debt which is due to him, it is a complete sale of the Debt The 
banker first makes his customer indorse it, that is write his name 
on the back of it. By this indorsement the customer, though he 
has sold the Debt to the banker, remains a security for its due 
payment. And if the acceptor or principal debtor does not pay 
the bill when it becomes due, the banker has the right to charge 
his customer with the amoimt of the bill, provided he gives him 
immediate notice of dishonour. 

When a banker discounts a bill, the entire Property in it 
passes to him, just as we have seen above, the entire Property in 
the money paid in by his customers passes to him. The bill 
belongs to him just as much as any other chattels he possesses. 
He may sell it again if he pleases, or re-discount it, as it is 
termed : and if he becomes bankrupt, the entire Property in it 
passes to his assignees. 

It is of great importance to observe the true nature of the 
transaction. In the loose language in which Economical sub- 
jects are usually treated it is commonly said that when a banker 
discounts a bill for a customer, he makes him a loan on the 
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security of the bill. This, however, is a complete mipcorception 
of the nature of the transaction : and it can easily be shewn to 
be 80. If the banker merely made a loan to his customer on the 
security of the bill, it would be the customer's duty to repay the 
money at the time fixed, just as in all other loans it is the duty 
of the person receiving the money to repay it. But when a 
banker discounts a bill it is wholly different. He does not seek 
repayment of the money from his own customer, but he demands 
payment of the debt from the acceptor of the bill, and if it is duly 
.paid, his customer never hears of or sees the biU again. It is 
only in the event of the non-payment of the bill by the acceptor 
that he comes back upon his own customer. If he made a loan 
to his customer on the security of the bill, he would give the 
bill back to his customer when he was repaid ; but he never 
does 80 when it is duly paid. In such a case the Property in 
the bill would remain with the customer, and pass to his 
assignees in the event of his bankruptcy : whereas it does not 
do so ; it is the Property of the banker, and the assignees of the 
customer have no right to it. 

The transaction is in reality an exchange of Debts. The 
banker buys a Debt payable at a future time, by creating a Debt 
in his customer's favour, payable on demand. 

It may seem to some to be mere logomachy to distinguish be- 
tween a discount as a sale and as a loan on the security of a bill : 
it is however nothing of the kind : the two transactions are 
essentially distinct, and involve distinct legal consequences to 
all parties, of the most important nature, civil, as well as 
criminal. 

As a matter of fact the whole difficulty in understanding 
the nature of banking arises from the circumstance that those 
who have written on it were not sufficiently acquainted with the 
elementary principles of Mercantile Law. A debt is, as we have 
several times pointed out, a saleable Commodity or Merchandise, 
Goods, or a Chattel, like any ether. The banker buys this 
Chattel or Goods, or Merchandise from his own customer, at a 
lower price, and sells it to the acceptor at a higher price just as 
any other retail dealer buys goods at a lower price from one 
person, and sells them at a higher price to another. And these 

R 2 
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goods are Capital to the trader because he makes a profit bjbnj- 
ing and selling them. Exactly in the same waj the Debts which 
the banker has bought and keeps in his portfolio, are Capital to 
him, because he makes a profit by buying and selling them. 
And he buys these Gkx)ds by creating a Debt in exchange for 
it, for which he charges exactly the same as if it were cash, 
consequently his Credit is Capital to him, just as if it were 
money. 

In these cases, therefore, which are the simplest, the banker 
does not stand in any fiduciary relation to his customer. They 
are independent exchangers, or buyers and sellers, of Money and 
Debts. 

On the relation of a Banker to his Customer as his 
Agent or Trustee, or Bailee of Specie amd Bankkg 
Securities. 

3. Besides, however, the simplest and most ordinary relation 
between bankers and their customers, as exchangers of Money 
and Debts, bankers do undertake trusts, and enter into fiduciary 
relations with their customers. They receive sums of money which 
are specifically directed by their customers to be appropriated 
to some special purpose : as well as securities, and^other valuable 
Property, such as Stock, Shares, &c. to receive the dividends, on 
behalf of their customers : they receive Bills of Exchange on 
behalf of their customers, and collect them for their customers 
exactly in the same manner as they do for themselves : and are 
answerable to them for any loss incurred through any negligence 
in not complying with the known usages of commerce. Bills of 
Exchange, Stock, Shares, Exchequer Bills, &c., are caUed Banking 
Securities. 

In such cases as this the Property in these Valuable 
Securities does not pass to the Banker : he is the mere Agent, 
Trustee, or Bailee of his customer, and he has to obey his 
specific instructions in each case, and if he appropriated them to 
his own use it would be criminal. Moreover in the event of hia 
Ivmkruptcy, the Property in such things would manifestly not 
pass to his assignees. 
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The temptation tp a banker to use for his own benefit, the 
Valuable Secnrities entrusted to his care, is so great in times of 
ommercial pressure that it is enacted by the Larceny Act 2-1 & 
15 Vict. (1861) c. 96, s. 75— 

" As to Frauds by Agents, Bankers or Factors — 
75. "Whosoever having been entrusted, either solely or 
ointly with any other person, as a Banker, Merchant, Broker, 
Lttomey or other Agent, with any Money, or Security for the 
ayment of money with any direction in writing to apply pay 
r deliver such Money or Security or any Part thereof re- 
pectively, or the Proceeds or any part of the proceeds of such 
lecurity for any purpose or to any person specified in such 
irection, shall in violation of good faith, and contrary to the 
erms of such direction in any wise convert to his own use or 
lenefit, or the use or benefit of any person other than the 
•erson by whom he shall have been so entrusted, such Money, 
lecurity or Proceeds, or any part thereof respectively: 
nd whosoever having been intrusted either solely or jointly 
dth any other person as a Banker, Merchant, Broker, Attorney, 
r other Agent with any Chattel or Valuable Security or any 
•ower of attorney for the sale or transfer of any share or interest 
1 any Public Stock or Fund whether of the United Kingdom, 
r any Part thereof, or of any Foreign State, or in any Stock or 
Hind of any Body Corporate, Company, or Society, for safe 
ostody, or for any special purpose without any authority to sell, 
.egotiate, transfer, or pledge, shall in violation of good faith, and 
ontrary to the object or purpose for which such Chattel, Se- 
urity, or Power of Attorney shall have been intrusted to him, 
ell, negotiate, transfer, pledge, or in any manner convert to his 
twn use or benefit, or the use or benefit of any person other than 
he person by whom he shall have been so intrusted, such 
Uhattel or Security, or the Proceeds of the same, or any part 
hereof, or the share or interest in the Stock or Fund to which 
uch Power of Attorney shall relate, or any part thereof, shall be 
;uilty of a misdemeanour, and being convicted thereof shall be 
iable at the discretion of the Court, to be kept in penal servitude 
or any term not exceeding seven years, and not less than three 
'ears, or to be imprisoned for any term not exceeding two 
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years, with or without hard labour, and with or without solitary 
confinement." 



On the Relation of a Banker to his Customer as 
Pawnee of Banking Securitibs. 

4. In the first of the relations between the banker and his 
customer above described, the banker was the absolute purchaser 
of the Money and Securities of his customer, so that he might 
do what he pleased with them : in the second he was merely his 
customer s Agent, and it is highly penal for him to appropriate , 
to his own use any of his customer's securities. A relation 
between these two is frequently created in which Securities are 
deposited by a customer with a banker : the absolute Property 
in them remains with the customer : but he obtains a loan, or 
adyance of money from his banker on their security : which 
when he pays off, the full Property and Possession of his Se- 
curities reverts to himself. The banker thus becomes the Paw- 
nee of his customer's securities, and while he is so he acquires 
certain Rights over them, though not exactly a Property in 
them ; and it is out of such cases as these that the most difficult 
and abstruse questions arise between bankers and their customers. 

It has always been the custom that if a banker makes a loan 
to a customer on the security of bills &c. deposited with him, he 
has the right to repledge, or sell so much of these securities as is 
necessary to satisfy his own claim. And this custom is expressly 
sanctioned in the same clause as has been already quoted — 

It says that nothing in the section shall restrain any banker 
" firom selling, transferring or otherwise disposing of any Se- 
curities or Effects in his possession upon which he shall have 
any Lien, Claim, or Demand entitling him by Law so to do, 
tmless such Sale, Transfer, or other Disposal shall extend to a 
greater niunber or part of such Securities or Effects than shall he 
requisite for satisfying such Lien, Claim, or Demand." 

This principle has always been held to apply when a banker 
makes a loan on the pledge of these securities. It is also held to 
aj^jr whoi a customer having an ordinary account with his 
hanker has overdrawn it, and become indebted to him: the 
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banker has a lien or a right to retain all banking securities 
deposited with him by his customers. 

But he has no lien against a customer for a balance of 
account upon valuable property, such as a chest of plate deposited 
with him for safe custody, not in his capacity of banker. 

And if a customer being indebted to his banker on an 
overdrawn account, brings fresh securities to him, and directs 
him to appropriate them to some specific purpose, the banker has 
DO lien upon them for his debt. He must either fulfil his express 
instructions, or return the securities to his customer. 

Nor has he any lien upon securities which his customer may 
deposit with him merely^ in his character as Trustee. Even 
though the customer may have fraudulently obtained an advance 
on them from the banker, the Trust will override the lien. 

But a banker's lien on securities which come into his hands 
without being appropriated to any specific purpose, or entrusted 
to him for safe custody, or the like, is so strong that it applies to 
Bills or Notes payable to bearer, to Exchequer Bills which pass 
by delivery, even though the customer were not the real owner 
of them, and had no right to pledge them. 

Questions of great nicety frequently occur between bankers 
and their customers; and in the event of the bankruptcy of 
either or both of them, their assignees, respecting the Property 
of bills placed by customers in the hands of their bankers for 
various purposes. 

It is very common for customers to place in the hands of 
their bankers the bills they receive in business for the purpose 
of collection. 

This is very convenient for the customer. By placing the 
bill in the hands of his banker he frees himself from all anxiety 
and trouble regarding its loss, or presentation for payment. The 
banker is bound as his customer's Agent to present it for pay- 
ment, and place the amount to his customer's credit as soon as it 
is paid. And if he fails to do so and any loss occurs through 
his neglect of the usages of trade, he must make good the loss 
to his customer. 

For the sake of convenience, it is usual to note down the 
amount of such bills on the proper day, in the customer's account 
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in a column " short of" or before the column for cash. Hence 
these bills are said to be entered *' short '* and the banker is said 
to hold such bills " short." 

The entry is a mere memorandum to remind the banker tbat 
he has such bills to collect for his customer, on a certain day. 
The sum is in no way placed to his customer*s credit : and the 
bills " held short " are the exclusive property of his customer, 
which he is entitled to demand back at any time previous to bis 
bankruptcy. 

As the banker has acquired no Property in them, in the case 
of his bankruptcy, the customer is entitled to demand them back 
immediately. 

But in the case of the customer's bankruptcy, the banker 
must not deliver up his short bills to him, as all his Property baa 
vested in his assignees. 

As " short " bills are not the Property of the banker he would 
be indictable if he used them for his own profit. 

London bankers act as Agents and correspondents for country 
bankers. Therefore they are in many cases, as regards country 
customers, the agents of an agent. 

A coimtry customer frequently requires his banker to per- 
form some duty for him which can only be done by his London 
agent : and perhaps sometimes that can only be done by that 
London agent employing a foreign agent. In these successive 
agencies losses may happen quite innocently in the course of 
trade. But in all such cases the country banker is liable to his 
customer because it was he who chose the agent who made 
the loss ; or he chose the agent who chose the agent who made 
the loss. Therefore it was the country banker's conduct that 
led to the loss, and he must bear it, so far as regards his own 
customer, and then have recourse against his own agent. 

Hence in all cases when a banker undertakes to get payment 
of a bill, or anything else, for any party, he is liable to him, if 
any loss occurs through him or his agents. 

If a banker takes Goods as a security for an advance, he 
ought to satisfy himself that his customer is entitled to them : 
for by common law the real owner will be able to recover them, 
or their value from him, if unlawfully pledged. That is they 
have no ** currency " 
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A banker sometimes takes a Polict of Life Insurance as a 
security for a debt. In such a case he should give notice to the 
office of the assignment : as in the event of his customer's bank- 
ruptcy, the policy would vest in his assignees. 

It is a well established principle that a debt due to a trader, 
though assigned by him, is in his order and disposition in the 
event of his bankruptcy, even though the instrument of the debt 
has been delivered over, unless notice of the assignment has been 
duly given. 

He must also have actual possession of the policy ; as if the 
debtor holds it it would pass to his assignees. 

Policies of Life Insurance are most undesirable securities for 
a banker to hold : as he may become liable to pay the premium 
for a long series of years, and may thus make a loss. 

But more imdesirable still if possible, are Shares in public 
companies. To complete his right to them, he must have them 
transferred to himself, and thus become liable for calls, and even 
worse, in the event of the failure of the company. A banker, 
therefore, should never make advances on shares, except of com- 
panies of a very high standing : for instead of buying a security 
bo may very probably find he has bought a liability. 

Dock Warrants and Bills of Lading are Negotiable Instru- 
ments ; and being duly indorsed the Property in the goods they 
represent passes by the simple delivery of the instrument, 
so as to empower the holder to obtain possession of them. 

A banker sometimes takes a deposit of Title Deeds, by way 
of equitable mortgage. In all such cases he should have a written 
memorandum stating distinctly the purpose for which the deposit 
is made : for it is laid down that in doubtful cases, where there is 
no memorandum, the Court leans against considering the deposit 
as a security for antecedent debts. 



On the Relation of a Banker to his Customer aa 
Warehouseman of his plate, jewels, specie, deeds, &c. 

5. Besides buying money and securities from their customers 
in the way of banking business, bankers also receive from their 
customers chests of plate, jewels, specie, deeds, and policies, of all 
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sorts for the sake of safe custody in their strong rooms. In this 
capacity they act simply as Warehousemen for their customers^ 
and no Property of any description passes to them in the goods 
deposited : and they have no lien over these deposits for balances 
due to them from their customers on their accounts. 

And as these goods are only placed with them on trust, the 
Statute of Limitations does not apply, for the Statute never 
operates against a Trust, It is said that several London bankers 
have plate and jewels deposited with them by the refugees in the 
French revolution. The real owners perhaps perished ia the 
revolution, and their heirs have never claimed their valuables. 

On a Banker's Lien on his Customer's Securities, 

6. A banker's general Lien is part of the Law Merchant, and 
is judicially noticed as such. 

A banker has a general Lien over all securities deposited with 
him by his customer as a hanker^ for debts due to him by his 
customer without any specific appropriation. 

But he has no Lien over securities placed in his hands for a 
special purpose. If he receives securities in such a way he un- 
dertakes to do what he is requested : and such an undertaking 
is quite inconsistent with the notion of a Lien. 

If a banker takes a security pat/able at a future day^ his Lien 
is gone. For taking the security payable at a distant day, is 
payment pro tempore, and an extinction of the debt : and no new 
debt arises until default is made in payment of the new security. 

The Bankruptcy of a Customer. 

7. Directly a customer becomes bankrupt, he is commercially 
dead : and he has lost all power to deal with his property, which 
is gone to his Creditors. 

Consequently a banker may receive money on a bankrupt 
customer's account, because he does so as trustee for the 
Creditors : but he must not pay away any money to his 
customer's order : and il' he does so, he will have to refund it to 
the Creditors. 
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He may retain any security he holds for any debt to which 
it is specially appropriated, but he is the trustee of the Creditors 
for any excess. 

If a banker pays any of his customer's cheques after he has 
notice of his having committed an act of bankruptcy, he will 
have to refund the money and will not be allowed to prove for 
the amoimt. 

On the Appropriation of Payments. 

8. If a customer keeps several accounts with a banker, and 
is indebted to him, he has a right to say to which of them any 
money he pays in shall be appropriated. But if he makes a pay- 
ment generally, the banker has the right to appropriate it to 
which he pleases, and may take reasonable time to determine 
which. 

On Banhing Instruments of Credit. 

0. A banker buys Money and Securities from his customers, 
and gives them in exchange for it his own Credit. This Credit 
or Debt is expressed either in the form of an entry in his books 
called a Deposit, or the banker may give him a written docu- 
ment in various forms, such as a Bank Note, Deposit Receipt, a 
Draft on his correspondents. Circular Notes, and Letters of 
Credit. 

By the Common Law of England any person may issue his 
Promissory Note in any form payable to bearer on demand ; 
payable to order ; or at sight, or after demand : or at any cer- 
tain event : and for any amount. 

In the middle of the last century a considerable number of 
bankers issued their Notes for small sums such as five or ten 
shillings, and for £1, But by a Statute in 1775 all persons 
were forbidden to issue Notes payable to bearer on demand for 
less than £1 ; and by a Statute in 1777 a similar prohibition was 
enacted against all Notes under £6. 

By the 7 & 8 Vict. (1844) c. 32. ss. 10, 11, 12, no person 
may become a party to an Obligation payable to bearer on de- 
mand in any part of the United Kingdom : except those bankers 
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who were lawfully issuing their own Notes on the 6th May 
1844. 

A Bank Note is defined by Statute 17 & 18 Vict. (1854) 
c. 83, s. 11 to be — 

" Any bill, draft, or note (other than notes of the Bank of 
England) which shall be issued by any banker, or the agent of 
any banker, for the payment of money to the bearer on demand, 
and any bill, draft, or not.e so issued, which shall entitle, or be 
intended to entitle the bearer or holder thereof, without indorse- 
ment, or without any further, or other indorsement than may be 
thereon at the time of issuing it, to the payment of any sum of 
money on demand, whether the same shall be so expressed or 
not, in whatever form and by whomsoever such bill, draft, or 
note shall be drawn or made." 

The following establishments only may issue obligations 
payable to bearer on demand in England — 

1. The Bank of England. 

2. Private banking firms which were lawfully issuing their 
own notes on the 6th of May 1 844, and which have not become 
bankrupt, or discontinued such issue since that date. 

3. Joint Stock Banks formed under the 7 Geo. IV. (1826) 
c. 46 issuing their own notes at a distance not less than 65 miles 
from London. 

Tender of payment in country bank notes is good if not 
objected to on that account. Even if a banker tender his own 
notes which are afterwards dishonoured. 

If country bank notes be taken in payment of goods at the 
time of the sale, and as part of the contract, so that no debt is 
created, and without indorsement, the vendor takes them at his 
own risk, and has no remedy against the transferor if the banker 
fails, before he has obtained payment of them. 

But if the transferor knew at the time he offered the notes in 
payment that the banker had failed, he is liable. 

But if the notes be taken, not at the time of the exchange, but in 
payment of a pre-existing debt, however short a period has 
elapsed between the creation of the debt and the tender of the 
notes, if the transferee present the notes within due time, and 
find that the banker has failed, and give due notice of dishonour 
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to the transferor, he may demand payment of his original 
debt. 

If a customer pays into his accoimt with his banker the 
notes of another banker, for which his banker gives him either 
credit in accomit or a deposit receipt : and if the banker on duly 
presenting the notes for payment finds that the banker who 
issued them has failed : and if he gives due notice of dishonour 
to his customer, he may cancel the credit. 

But if instead of demanding payment of the notes he takes a 
credit in account with the banker who issued the notes, that is 
equivalent to payment, and he is liable to his customer, if the 
other banker fails. 

If one person changes a bank note as a favour for another, 
and if on duly presenting the note for payment he finds that the 
banker has failed, and if he gives due notice of dishonour, he may 
demand back his money. 

On Cheques. 

10. A banker invariably buys Money and Securities firom his 
customer by creating a Credit in his favour. This Credit is 
termed a Deposit. 

By the custom of bankers the contract between a banker and 
his customer having an ordinary drawing or current account with 
him, is to pay on demand, either to him or to any one else to 
whom the customer may assign them, whatever iunds he may 
have at his customer's credit, within a reasonable time after he 
has received them, and to accept his customer's bills to that 
amount. 

By the custom of bankers possession of funds is equivalent 
to acceptance, and admission of funds is a legal acceptance of a 
cheque drawn by a customer. 

A verbal promise to pay, or a collateral writing promising 
to pay, or any mark such as initials placed on a cheque, the 
well imderstood meaning of which is a promise to pay, is a legal 
acceptance by a banker having funds of his customer. 

A cheque is payment unless dishonoured, and tender of pay- 
ment by cheque is good imless objected to on that account. 

When a customer has placed securities in the hands of his 
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banker, and is allowed to draw against them in a cert^dn well 
understood way, the banker cannot change the well understood 
course of dealing, and dishonour his customer's cheques without 
giving him notice. 

A banker who pays a cheque must cancel it by crossing out 
the drawer's signature under a penalty of £60. 

Paid Cheques are the property of the drawers, who may 
demand them back at any time ; unless they be overdrafts, for 
then the banker has a right of action on them. 

If a banker cancels the drawer's signature to a cheque, and 
if before actual payment he discovers any reason why he should 
not pay it, he may withhold payment. 

But if the money be actually paid over to the presenter of 
the cheque, even in mistake, the property in the money is gone 
from the banker, and he cannot retake it. 

Cheques are within the " Summary procedure on Bills of 
Exchange Act," 19 and 20 Vict. (1856) c. 67 : and may be taken 
in execution. 

If a Cheque payable to order bear an indorsement purporting 
to be that of the Payee, the banker is not bound to inquire into 
its genuineness : and an indorsement by procuration is within 
the meaning of the Act. 

A cheque is the assignment of a chose-in-actiorij and when 
communicated or notified to the banker by the holder is a com- 
plete assignment of the fund. 

If a cheque be notified to the banker, and the drawer dies 
before it is paid the holder is entitled to payment. 

If a banker pays a cheque with a forged signature the loss 
falls on him. 

So if the body of the cheque be written by his customer, and 
fraudulently altered by anoUier person, so as to be payable for a 
larger sum than originally drawn, and the banker not detecting 
the alteration pays it, he must bear the loss of the excess. 

But if the customer authorises another person to write the 
body of the cheque, and that person fraudulently alters the 
cheque so as to make it payable for a larger sum than author- 
ised, and so the body of the cheque is all in the same hand- 
writing the banker will not be liable. 
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If a banlcer pays a cheque under circumstances which are 
vidently suspicious he must bear the loss. 

A banker must pay his customer's cheques strictly in the 
rder in which they are notified, communicated, or presented to 
im for pajnnent. 

He must debit his customer's account with cheques on the 
ay they are notified to him or paid, and not on the day they 
re drawn. 

Sums paid by a banker extinguish the debts created by 
urns paid to him in strict chronological order. 

If a banker having fimds of his customer wrongfully dis- 
lonours his cheque, or bill made payable at the bank, so that the 
ustomer suffers damage, he has an action against the banker for 
uch damage. 

But such special damage must be laid and proved. 

If the customer becomes bankrupt in consequence of the 
wrongful dishonour of his cheque his assignees have an action 
.gainst the banker. 

The holder of the cheque or bill may sue the banker on the 
nstrument. 

A cheque may be presented any time within six years of 
ts date to charge the banker ; and the drawer if the banker 
ails. 

The transferee of an overdue cheque is not subject to the 
jquities of the transferor, as the transferee of an overdue bill. 

If a custom^ has an account of a fiduciary nature, such as 
Trustee, Executor, or otherwise, a banker may not refuse to pay 
lis cheques because he may believe that the customer intends to 
ipply the funds in a breach of trust. 

And he will not be liable to the cestuique trust if he is not 
)rivy to the breach of trust. 

But if he acts in concert, agreement, and collusion with his 
'.ustomer in committing the breach of trust : and especially if he 
obtains some benefit by it as by his customer paying a debt of 
lis own to him by means of cheques on the trust accoimt, he 
Qust replace the trust fund. 

The Statute of Limitations does not apply to a banker mis- 
pplying a trust fund. 
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A Credit in account, or Deposit, if taken instead of money, is 
good payment. 

On Crossed Cheques. 

By the Act 39 <fe 40 Vict. c. 81 it is enacted— "Cheque" 
means a draft or order on a banker payable to bearer or to order 
on demand, and includes a warrant for payment of dividend on 
stock sent by post by the Governor and Company of the Bank of 
England or of Ireland, under the authority of any Act of Parlia- 
ment for the time being in force: "Banker" includes persons or 
a corporation or company acting as bankers. 

Where a cheque bears across its face an addition of the words 
"and company," or any abbreviation thereof, between two par- 
allel transverse lines, or of two parallel transverse lines simply, 
and either with or without the words "not negotiable," that 
addition shall be deemed a crossing, and the cheque shall be 
deemed to be crossed generally. 

Where a cheque bears across its face an addition of the name 
of a banker, either with or without the words "not negotiable,'* 
that addition shall be deemed a crossing, and the cheque shall be 
deemed to be crossed specially, and to be crossed to that banker. 

Where a cheque is uncrossed, a lawful holder may cross it 
generally or specially. 

Where a cheque is crossed generally, a lawful holder may 
cross it specially. 

Where a cheque is crossed generally or specially, a lawful 
holder may add the words "not negotiable." 

Where a cheque is crossed specially, the banker to whom it is 
crossed may again cross it specially to another banker, his agent 
for collection. 

A crossing authorised by this Act shall be deemed a material 
part of the cheque, and it shall not be lawful for any person to 
obliterate or, except as authorised by this Act, to add to or alter 
the crossing. 

Where a cheque is crossed generally, the banker on whom it 
is drawn shall not pay it otherwise than to a banker. 

Where a cheque is crossed specially, the banker on whom it 
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is drawn shall not pay it otbei*wi3e than to the banker to whom 
it is crossed, or to his agent for collection. 

Where a cheque is crossed specially to more than one banker, 
except when crossed to an agent for the purpose of collection, the 
banker on whom it is drawn shall refuse payment thereof. 

Where the banker on whom a crossed cheque is drawn has 
in good faith and without negligence paid such cheque, if crossed 
generally to a banker, and if crossed specially to the banker to 
whom it is crossed, or his agent for collection being a banker, the 
banker paying the cheque and (in case such cheque has come to 
the hands of the payee) the drawer thereof shall respectively be 
entitled to the same rights, and be placed in the same position 
in all respects, as they would respectively have been entitled to 
and have been placed in if the amount of the cheque had been 
paid to and received by the true owner thereof. 

Any banker paying a cheque crossed generally otherwise than 
to a banker, or a cheque crossed specially otherwise than to the 
banker to whom the same shall be crossed, or his agent for col- 
lection, being a banker, shall be liable to the true owner of the 
cheque for any loss he may sustain owing to the cheque having 
been so paid. 

Where a cheque is presented for payment, which does not 
at the time of presentation appear to be crossed, or to have had 
a crossing which has been obliterated, or to have been added to 
or altered otherwise than as authorised by this Act, a banker 
paying the cheque, in good faith and without negligence, shall not 
be responsible or incur any liability, nor shall the payment be 
questioned, by reason of the cheque having been crossed, or of the 
crossing having been obliterated, or having been added to or 
altered otherwise than as au^thorised by this Act, and of payment 
being made otherwise than to a banker or the banker to whom 
the cheque is or was crossed, or to his agent for collection being 
a banker (as the case may be). 

A person taking a cheque crossed generally or specially, 
bearing in either case the words ^'not negotiable,** shall not have 
and shall not be capable of giving a better title to the cheque 
than that which the person from whom he took it had. 

But a banker who has in good faith and without negligence 

8 
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received payment for a customer of a cheque crossed generally 
or specially to himself shall not, in case the title to the cheqne 
proves defective, incur any liability to the true owner of the 
cheque by reason only of having received such payment. 

If a banker supplies his customers with cheques with a cross- 
ing in blank printed on them, the customer before he issues the 
cheque, may write the words "pay cash" on it. This being 
done before the cheque is issued, nullifies the crossing, and the 
banker may pay cash across the counter. 

If a banker either at the request of a customer, or when a 
cheque is presented by the holder or his agent, place a " mark ** 
upon it, as by his initials, signifying that the cheque is good, and 
will be paid, such " mark " is a legal acceptance of the cheque by 
the banker. 

If a banking company has several branches, each with its own 
customers and accounts, each branch is considered an independent 
bank for the purpose of receiving and transmitting notice. 

Each branch must collect its own cheques and bills, and time 
will not be enlarged so as to permit it to collect them through its 
head office. 

If a person change a cheque as a favour for another ; and if 
the cheque be duly presented and dishonoured, he may give 
notice of dishonour and recover the money. 

A Letter of Credit is a written request addressed by one 
person to another requesting the latter to give credit to a person 
named in it. 

If the request be unconditional it is termed an Open Credit. 

If the request be on the condition that bills of lading be 
deposited as collateral security it is termed a Document Credit. 

A Marginal letter of credit is one by which a person named 
in the margin guarantees to another person that he shall receive 
credit from or have his bills accepted by a third person. 

The holder of a banker's circular letters may demand pay- 
ment of them from himself, as well as from his correspondents 
abroad. 

But he is not bound to cash them unless they are returned to 
him, or he receives an indemnity. 
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On Banking Investments. 

11. Though a banker is bound theoretically to repay every 
one of his customers instantly on demand, yet as no man what- 
ever would spend all his money if it were in his own possession, 
but would keep a store of it, and spend it gradually : so when 
he keeps it at his banker's, he will not be likely to require it all 
at once, but will keep a store of it there, just as he would have 
done if he had kept it at home : and the banker is able to trade 
with it in a variety of ways, if he takes care to keep by him 
sufficient to meet any demand his customers are likely to make 
on him. The different methods in which a banker trades with 
the money left with him by his customers depend very much on 
the class of his customers and their occupations and the general 
business of the locality he lives in. He must adapt his business 
in such a way as may be most suitable for the class of customers 
he has to deal with, so that he may never fail for an instant to 
meet any demand. If his customers are chiefly country gentle- 
men, whose rents are remitted regularly, and who draw them 
only for family expenditure, he may calculate pretty accurately 
on the demand likely to be made on him, and he may lend out 
his funds on more distant securities than are proper to other 
cases. Such are chiefly country bankers in agricultural districts 
and those at the West end of London. 

But when a banker does business in a trading community 
who are in constant want of their money, and whose demands are 
much more frequent and unexpected, he must adopt a very 
different line of business. He must then have his funds within 
reach at a very short notice, and he ought to have them invested 
in such property as he can re- sell on a very short notice ; to 
meet any unexpected pressure on him. The business of such a 
banker will chiefly consist in discounting bills of exchange, and 
is of a distinct nature from that of lending money on mortgage. 

We must now consider the various methods in which 
bankers trade : they are — 

1. By discounting bills of exchange, 

2. By advancing to their customers on their own promissory 
notes, with or without collateral security. 

s 2 
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3. By means of Cash Credits or oyerdrawn accountB. 

4. By lending money on mortgage. 

5. By purchasing public securities, such as Stock or Exche- 
quer bills. 

On Discountmg BUh of Exchange, 

12. We have ahready fully explained the nature and meaning 
of discounting bills of exchange : here, therefore, we have only 
to make some practical observations on the subject. 

If an abundant supply of good bills were always to be had, 
they are, no doubt, the most eligible of banking investments, for 
their date is fixed, and the banker always knows when his 
money will come back to him. He charges the profit at the 
time of the advance, and he gains it whether the customer draws 
out the money or not : and in a large bank it must often happen 
that drawers, acceptors, and payees, are all customers of the 
same bank, so that when the drawer has his account credited 
with the proceeds of the bill, and gives a cheque on his account, 
in many cases it must happen that the cheque finds its way to 
some one who is a customer of the same bank, and, therefore, the 
bank has reaped a profit by creating a credit which is simply 
transferred firom one account to another. And the same results 
take place much more frequently by means of the system of 
clearing explained presently, by which all the banks that join in 
it, are, in fact, but one great banking institution. If it shonld 
happen that a customer of one of the clearing banks gives a 
cheque to the customer of another ; the chances are that some 
customer of that other bank gives a cheque to the customer of 
the first, and these claims are simply readjusted to the several 
accounts without any demand for coin. The more perfect the 
clearing system, the less coin will be required. Consequently 
the greater part of banking profits are now made simply by 
creating Credits, and these Credits are paid not in cash, but by 
exchanging them for other Credits. 

When a banker discounts a bill for a customer he buys it, or 
purchases it, out and out from him and acquires all his customer's 
rights to it, that is of bringing an action against aU the parties to 
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it, and also of reselling it again if he pleases, or rediscounting it, 
and this is one of the great advantages of discounting bills, that 
if there is an tmusual pressure for cash on the banker, he can 
resell the bill he has bought. 

We have observed that discount is more profitable than 
interest, and the profit rapidly increases the higher discount is. 
A very slight consideration will shew this. Suppose a money 
lender advances money at 50 per cent, interest. He would ad- 
vance his customer £100, and at the end of the year receive his 
£100 back, together with the £50. His profits therefore would 
be £50 per cent. But suppose he discoimts a bill for £100 at 
50 per cent. He would only actually advance £50 and at the 
end of the year he would receive £100 ; consequently he would 
make a profit of 100 per cent. 

The following table shews the difference in profit in trading 
by way of Interest and Discount. 

Table skomng the profits per cent, and per annum at Interest 

and Discount, 



Interest 


Disconnt 


Interest 


Discount 


1 

I' 

H 

3 

H 

4 

I' 

?* 

n 

8 


1-010101 
1-522832 
2040816 
2-564102 
3092783 
3-626943 
4-166666 
4-701570 
6-263157 
5-820105 
6-382968 
6-951871 
7-526881 
8-108108 
8-695652 


I' 

15 
20' 
30 
40 
60 
60 
70 
80 
90 
100 


9-311475 

9-890109 

10-496132 

11-111111 

18-823529 

25-000000 

42-857142 

66-666666 

100000000 

150000000 

233000000 

400000000 

900000000 

Infinite 



The system of discounting bills is intended to be the sale of 
hondjide debts for work done, or for property actually transferred 
from one party to another, and there is nothing that requires 
more sleepless vigilance on the part of the banker than to take 
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care that the debts he buys are genuine and not fictitious. Wlien 
bills are offered for sale, he ought to know whose debt it is that 
he is buying, and he ought to be able to form some conjecture 
as to the course of dealing between the parties, which could give 
rise to the bill. Bills should not only be among traders, but 
only according to a particular course of trade. We will speak 
of real debts in the first place : and these may arise in a number 
of different ways. First between traders in the same business, 
and, secondly, between traders in different species of business, 
but yet for work done. If we take the case of manufactured or 
imported goods, there are usually three^ stages they pass 
through — 

1. From the manufacturer or importer to the wholesale dealer. 

2. From the wholesale dealer to the retail dealer. 
8. From the retail dealer to the consumer. 

Each transfer of Property may give rise to a bill : but of 
these the first two are by far the most eligible, and are most 
peculiarly suitable for a banker to buy: the third should only be 
purchased with great caution, and but rarely. 

There are other cases of good trade bills, when one business 
requires the supply of different productions, such as a builder 
requires wood, lead, slates, bricks, and other materials. 

Hence a bill of a wood merchant, or a lead merchant, on a 
builder, would be a very natural proceeding, and apparently a 
proper trade bill. So if a builder fits up premises for a shop- 
keeper or merchant, a bill for the work done is a legitimate trade 
bill. All these bills therefore follow the natural course of trade : 
and carry the appearance on them of being genuine. 

But if a banker sees bills drawn against the natural stream of 
trade, it should instantly rouse his suspicions. Thus a bill 
drawn by a wholesale dealer upon a manufacturer, or by a retail 
dealer on a wholesale dealer, would be contrary to the natural 
course of trade, and should arouse suspicion. A bill drawn by 
a lead merchant on a builder would be proper on the face of it, 
if there were nothing to excite suspicion : but a bill of a builder 
on a lead merchant would be suspicious^ unless it were satisfac- 
torily explained. Bills of persons doing the same trade upon 
each other are suspicious on the face of them. Thus a bill of 
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one manufacturer upon another in the same business, or between 
one wholesale dealer and another, are evidently suspicious, be* 
cause there is no usual course of dealing between them. Besides 
Buch bills are chiefly generated in speculative times, when com- 
modities change hands repeatedly on speculation that the prices 
will rise. Bankers should be particularly on their guard against 
buying bills drawn against articles which are at an extravagant 
price in times of speculation. 

A banker is priind facie influenced by the respectability of 
his own customer, who is the drawer or indorser of the bilL He 
ought however to acquire' specific information r^arding the 
persons upon whom his customers are in the habit of drawing, 
and satisfy himself that they are likely to be genuine bills. And 
this vigilance should never be relaxed in any case whatever. We 
hold it to be utterly contrary to all sound banking to take bills 
merely on the supposed respectability of the customer. But we 
believe it to be far too common a practice to look merely to the 
customer's account. Customers begin by getting the character 
of being respectable — ^they bring perhaps good bills at first — and 
keep good balances : and their bills are punctually met. This 
regularity and punctuality are very apt to throw a banker off 
his guard. He thinks his customer a most respectable man doing a 
good business : all the bills are taken to be trade bills. By and by 
the customer applies for an increased discount limit, on account of 
his flourishing business. The banker is only too happy to ac- 
commodate so promising a customer. His discounts swell and 
his balances diminish, but still his bills are well met. However 
the time comes, perhaps when the banker thinks it prudent to 
contract some of his accoimts, and this may be one which he 
thinks it expedient to reduce : and then, perhaps he makes the 
pleasant discovery, that there are no such persons at aH as the 
acceptors, and that the funds for meeting all these bills have been 
got from himself I 

Such cases as these are not unlikely to happen when London 
houses supply small country tradesmen and draw upon them. 
When a man has established a good character, it is impossible to 
require information about every bill before it is discounted : but 
we do not hesitate to say, that it is of the first importance that a 
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banker should be constantly probing his customer's accounts, and 
get information of the persons they draw upon. It was wittily 
said by some one (Lord Halifax we believe) '^ that man in this 
world is saved chiefly by want of faith." This is eminently true 
of banking. A banker should be the most suspicious of mortals : 
he should have implicit faith in no man. The amount of villainy 
and rascality which is practised by means of accommodation and 
fictitious and forged bills would exceed belief, if such dificlosnreB 
were made public. However it is contrary to the poliqr of 
bankers to allow it to be known how they are robbed and cheated* 
Their interest covers a multitude of sins. If criminals were pro- 
secuted according to their merits the calendar would swell up to 
a frightful extent. There is, probably, no class of persons who 
see felonies committed so frequently as bankers, and are necessi- 
tated to let them go unrepressed and unpunished. And there is 
reason to fear that such things are encouraged by the too easy 
faith reposed in their customers by bankers. If bankers laid out 
more expenditure in the ** Intelligence department,** we believe 
it would be amply repaid, and many would have been cut short 
in a career of crime, of accumulated robberies, which generally 
terminate in disaster to the bank. 

As it is contrary to all sound principles of banking to dis- 
count bills solely on the customer's respectability, as appearing 
from his account, so any customer should be regarded with sus- 
picion who is not ready and willing to communicate information 
to his banker about his affairs. If he will not do so, how can he 
expect him to give him assistance in the day of trouble ? Some 
customers however are mightily indignant if their banker will 
not discount their bills on the strength of their names, without 
regard to the acceptor. But as such a practice is contrary to 
sound banking, so it will invariably be found that these are not 
desirable customers to have, and it would be well for a banker 
quietly to shake off" his connection with them, as in the long run, 
they will probably bring him more loss than profit. 

So much for discounting bills of exchange, which consists of 
buying debts, and not lending money. A banker however may 
not always be able to find a suflicient quantity of eligible debts 
to buy, to absorb all his disposable funds, or he may not choose 
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to employ them all in that way : and some of his customers ma^ 
want a loan on security^ who have no bills to sell. The banker 
takes his enstomer's promissory note for the sum payable, at the 
date agreed upon, and also a deposit of the convertible security as 
collateral. He does not advance on the goods or security itself 
— ^that is the business of a pawnbroker — but on the personal 
obligation of his customer, and the securities are only to be re- 
sorted to in case of the failure of his customer to pay his debt. 
These convertible securities are chiefly Public Stock, Bank Stock, 
India bonds. Shares in commercial companies. Dock Warrants, 
Bills of Lading. Whenever he takes any of these as collateral 
security, he ought to have a power of sale from his customer in 
case he fails to discharge his obligation. These loans, though 
they may be sometimes made to respectable customers, are not 
desirable advances for a banker to make, and he should be chary 
in encouraging them too much, for they frequently are demanded 
from the borrower having locked up too much of his funds in ao 
unavailable form. There is then the danger of the obligations no 
being paid at maturity, and then come requests for renewals, and 
the banker is either driven to the unpleasant necessity of realis- 
ing the security, or else having his temporary advance converted 
into a dead loan. 

Persons who seek for such advances habitually are most pro- 
bably speculating in joint stock companies' shares. They buy 
up shares on speculation, which they hope will advance in price : 
ihey then wish to pledge the shares they have already bought to 
purchase more : then perhaps a turn in the market comes, and 
die value of the securities goes down rapidly : they are unable 
to pay their note : and the banker may perhaps have to realise 
the shares at a loss. During the railway mania of 1845, a num- 
ber of banks, called Exchange banks, were founded expressly on 
this principle of making advances on joint stock companies' 
shares, especially railway shares. But they were all ruined, and 
some of them, we believe, suffered frightful losses from the 
great Ml in the value of railway stock. 

The objection to such transactions in a banking point of view 
is that the promissory notes of these persons and their securities 
are not available to the banker in case he is pressed for money. 
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Moreoyer they are barren, isolated transacdoosy wbich lead to 
nothing : whereas a discount account promotes commerce, and 
grows more profitable as the bnsinesB of the customer increases. 

There is also a very important point to be considered in the 
shares of many companies which are ofi*ered as collateral secvaity, 
that by the deeds of the companies, no property in the shares 
passes, except by the r^istration of the name of the holder in 
their books. Now while the customer is in good circumstances 
th^e may be no danger : but if he becomes bankrupt, the banker 
is not entitled to retain the shares against the other creditors. If 
the bankrupt is the registered owner of the shares, his creditors 
are entitled to them : hence if the banker means to complete his 
security, he must haye himself roistered as the owner of the 
shares, and thereby becomes a partner in a multitude of joint 
stock companies, of whose condition he can know nothing. Then 
perhaps, calls are made, and the banker finds that instead of 
buying a security^ he has bought a liability^ and he must pay up 
the calls or forfeit the shares. 

All such advances, therefore, should be made very sparingly, 
and only with such surplus' cash as the banker may not be able 
to employ in buying good bills : and they should only be made 
to such persons as he believes to be perfectly safe without the 
deposit of the security. No banker would make such an advance 
if he really believed that he would be obliged to realise the 
security to repay himself, as such proceedings will always make 
a soreness between himself and his customer, who will be averse 
to seeing his property sold at a sacrifice as he may call it. 

Advances on Dock "Warrants and other similar securities, are 
also liable to many similar objections, and should be very 
sparingly done, as they subject a banker to much trouble beyond 
the line of his proper business, and are indications of weakness in 
a customer. Some customers will expect to have loans upon 
leasehold or freehold property left as security; but these are 
most objectionable as collateral security. The process of realising 
freehold property is so long, uncertain, and tedious that it is per- 
fectly unavailable to a banker in case of necessity. In fact we 
believe the best rule in all cases of loans with collateral security, 
(except in such instances as public stock) is to avoid, as much as 
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possible, making them to any one who is not perfectly good 
^without them. 

The objection to cash credits on the part of London bankers 
is exactly similar to that against advances on mortgage, that in 
time of pressure it is very difficult to call up the advances, and 
the securities are not generally realisable. But if cash credits 
are objectionable, still more are purchases of foreign securities, 
Buch as stock in foreign railways. Several of the joint stock 
banks which failed in 1857 and 1866 sinned grievously in this 
respect of locking up their funds in foreign securities. 

If temporary loans on real property are objectionable as 
securities to city bankers, much more so are mortgages, which 
are intended by their nature to last for years. Such transactions 
are, therefore, chiefly confirted to country bankers, and those at 
the west end of London, whose connections lie more among the 
landed than the commercial interest, and who are not liable to 
be called upon so suddenly for cash. 

Besides these operations, all of which are founded upon per- 
sonal liability — all of which contain personal obligations to pay 
fixed sums of money and are therefore dealings in " currency "^ 
bankers usually invest part of their funds in public securities, 
which are supposed to be more readily convertible into cash than 
others. Public securities are of two descriptions — the one 
" Currency, or Securities for money," such as Exchequer bills— 
the other " property, or convertible securities," such as the 
Funds : the former being an engagement on the part of the Ex- 
chequer to pay a certain sum of money, like any other bill ; and 
the latter being no engagement to repay any flxed sum at all, 
but only a fixed rent, or sum, for its use. 

Each description of public securities has its advantages and 
disadvantages. The interest on the Funds will be found, in the 
long run, to be higher than those on other descriptions of public 
securities. But there is this serious consideration, that the value 
of these stocks is very fluctuating, and when any public crisis 
comes, and bankers wish to sell their stock, they may sustain 
very great loss. In the week of the great crisis of 1847, when 
many banks had to sell stock to provide for contingencies, the 
losses were immense when they bought in again to replace it ; 
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and this danger is greatly aggravated by the Bank Act of 1844. 
Another disadvantage regarding stock is, that all transactions of 
bankers mnst become known, as they have to transfer it 
Exchequer bills have this advantage, that a banker can deal in 
them without its being known to any one but the broker. Ex- 
chequer bills being like any other promissory notes, an engage- 
ment of the government to pay a definite sum of money, it is 
not probable that the banker can ever lose so much on them aa 
on stock. In order to prevent Exchequer bills falling to a 
discount, they always bear interest, and, in consequence of this^ 
are usually at a premium: and when by the change in the 
market rate of interest, they fall to a discoimt, the interest upon 
them is usually raised. From the circumstance of their greater 
steadiness in value the profit of investing in Exchequer bills is 
less than that from stock. 

Bankers collect money from those who have it to spare, and 
advance it, or its equivalent, to those who require it. They 
may sometimes themselves be in a similar predicament. Some- 
times they may have more by them than they have employment 
for : sometimes from imusual demands, they may be in want of 
temporary advances. There is a class of persona who under- 
take this equalising process — the bill brokers. They go the 
roimd of the bankers every morning, and borrow from those 
who have to lend, and lend to those who want to borrow. 

At the present day, the principle of association has been 
developed to a much greater degree than ever it was before : 
companies are formed for all manner of purposes. WTien these 
companies apply to open an account with a banker, it will 
generally be found that they want accommodation. But a 
banker should never accommodate a company of whose affairs 
he can know very little : he should only grant accommodation 
on the personal liability of the Directors. He should require 
from them a joint and several note, payable on demand, reserving 
his right against the company, only as a collateral security. If 
anything goes wrong with the company, he has an immediate 
remedy against the Directors. Whereas if the company goes 
into the winding up Court, it will be a long time before his 
claim can be settled : and then there may be some technical 
objection. The contxibxAoTft mscj say that the Directors had no 
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right to draw bills by the constitution of the company ; or that 
they may have exceeded their power : and then he may have 
to contest his claim through several different courts bringing 
him nothing but vexation and anxiety. 

On the Clearing System. 

13. Suppose that any number of the customers of the same 
bank have transactions amongst themselves, and give each 
other cheques on their accounts. Then, if the receivers of 
the cheques do not actually draw out the money, any amount 
of transactions may be carried on by simple transfers of 
Credit from one account to the other without a single piece of 
money being required. The Clearing system is a device by 
which all the banks which join in it are formed into one huge 
banking institution for the purpose of transferring Credits from 
one bank to another, just in the same way as Credits are trans- 
ferred within the same bank. 

The Clearing System arose in this way. Every London 
banker has every morning claims against most of his neighbours ; 
and of course most of his neighbours have claims against him. 
It used to be the custom for every banker, the first thing in the 
morning to send out a nmnber of clerks to collect the claims he 
had against his neighbours, who of course were obliged to keep 
cash or notes to meet them. The metropolis is portioned out 
into districts called " walks," and each clerk had to collect all the 
bills, cheques, &c. within his walk. These claims are called 
banker's charges^ and were paid in Bank Notes, in some cases by 
cheques drawn upon the Bank of England. This clumsy and 
barbarous method of settling banker^s charges caused a great 
waste of Bank Notes. Every banker had to keep by him a 
sufficient amount of bank notes to meet the charges of all his 
neighbours. It was stated in evidence before the House of 
Commons that one Bank alone, was obliged to keep j^l 50,000 in 
Notes for this sole purpose : and if this bank alone was obliged 
to keep this quantity of notes for this unprofitable purpose, what 
must have been the total amount wasted in this manner by all 
the banks ? 

About 1775 the inconvenience of sending out to collect these 
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charges led a number of the city bankers to organise an exchange 
among themselves, on a similar plan to that already practised by 
the Edinburgh banks. They engaged a room in which their 
clerks met and exchanged their mutual claims against each other, 
and paid only the balance in cash, or bank notes. The Bullion 
Report says that in 1810 there were 46 bankers who cleared; 
and that the average amount of cheques, bills, &c. which passed 
through the Clearing House every day was about £4,700,000, 
and that all (he balances on this account were settled by about 
£220,000 in Bank Notes. In 1854 the Joint Stock Banks were 
admitted to the clearing house, and in 1864 the Bank of England. 

The mode of doing business is as follows — The bills and 
cheques which each banker holds on the other clearing banks are 
sorted in separate parcels, and at 10*30 a clerk from each bank 
arrives at the Clearing House. He delivers to each of the other 
clerks the obligations he has against his house, and receives from 
each clerk the obligations due from his own. When these 
obligations are interchanged, each clerk, returns to his own bank. 
The same process is repeated at 2*30. Each bank has till 4*45 
to decide whether it will honour the drafts upon it : if it does 
not return any drafts upon it before that hour it is held to have 
made itself liable on them to the clearing house. At 4'45 the 
business closes and the accounts are made up : and so admirable 
is the system that not a single Bank Note or sovereign is required 
for the settlement of the claims. 

Each clearing bank keeps an account at the Bank of England, 
and the Inspector of the Clearing house also keeps one. Printed 
lists of the clearing banks are made out for each bank, with its 
own name at the head, and the others are placed in a column in 
alphabetical order below it. On the left side of the names is a 
column headed ** Debtors," and on the right side a column 
headed " Creditors." The clerk of the clearing house then makes 
up the accounts between each bank, and the difference only is 
entered in the balance sheet, according as it is debtor or creditor. 
A balance is then struck between the debtor and creditor 
columns, and the paper delivered to the clerk, who takes it back 
to his own bank. The balance then is not paid to, or received 
from, the other bankers as formerly, but it is settled with the 
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clearing house, which keeps an account itself at the Bank of 
England. The accounts are settled by means of a species of 
cheque appropriated to the purpose, called Transfer Tickets. 
They are of two colours, white and green : white, when the 
bank has to pay a balance to the clearing house ; green, when it 
has to receive a balance from it. By this admirable system, 
transactions to the amount of many millions daily are transferred 
from one bank to another, without the use of a single Bank Note 
or coin. In the course of last year Credits to an amount exceed- 
ing £6,000,000,000 were thus interchanged between the clearing 
banks. 

f In most country towns of any size a similar system of ex- 
changes is organised, and the differences settled by a draft upon 
London: and in 1860 a clearing establishment was instituted in 
London for country bankers. All these institutions have the 
tendency to constitute, as it were, all the banks in the kingdom 
into one vast banking institution, and to transform the monetary 
business of the country, into mere transfers of Credit, without 
the use of Bank Notes and coin. 
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GENEBAL HISTOBT of GBEECE to the Death of Alexander the 

Great ; with a Sketch of the Subsequent History to the Present Time. By the 
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The WAB of AMEBICAN IKDEPENDEITCE, 1775-1783. By 

John Malcolm Ludlow, Barrister-at-Law. With 4 Coloured Maps. Fcji. 
8yo. 2s. 6(2. 

BEALITIE8 of IBISH LIFE. By W. Steuabt Tbench, late Land 
Agent in Ireland to the Marquess of Lansdowne, the Marquess of Bath, ani 
hard Digby. Cheaper Edition. Crown 8yo. price 2s, 6d. 
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ICemoirs and Notices of the meet Eminent Persons of all Countries, frcm the 
Earliest Ages. ByW. L. B. Catbs. New Edition, extended in a Supplement 
to the Year 1875. Medium Svo. price 25s, 

LITE of the DTTKE of WELLINGTON. By the Rev. Q. B. Glbio, 
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Trin. Coll. Cantab. Complete in 7 vols. 8vo. £4. Is, 
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Sir Tbayebs Twiss, D.O.L., F.B.S. New Edition, revised; with an Intro- 
ductory Juridical Review of the Results of Recent Wars, and an Appendix of 
Treaties and other Documents. 8vo. 21s. 

CHTTBCH and STATE: their relations Historically Developed. By 
T. Heinrich Geffckbn, Professor of International Law at the University 0^ 
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By Shbldok Amos, M.A. Professor of Jnrisprndenoe to the Itiiuiof Court. 
Second Bdition, revised. Grown Svo. 6s. 
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On BEPBESEBTATIVE 007EBBXEHT. By Jomi Stuabt Milz. 
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MENT ; with a New Translation. By M. M. Kausgh, PhJ). Vol. I. Oenult, 
8yo. IBs, or adapted for the General Reader, 12«. Vol. n. JSxodut, 15m, or 
adapted for the General Beader, 12s. Vol. III. LevUicus,i Past I. 16s, or 
adapted for the General Beader, 8s, Vol. IY. Leviticus, Pabi XL ISs, or 
adapted for the General Beader, 8s, 

A DICTIONABT of BOMAN and GBEEK ANTIQTTITIES, with 
abont Two Thousand Engravings on Wood from Ancient OriginalSjillasfcratiTe 
of the Industrial Arts and Social life of the Greeks and Bomems. By A. Bice, 
B.A. Third Edition, revised and improved. Grown 8vo. price 7s, Bd, 

A LATIN-ENGLISH BICTIONABT. By John T. Whitb, D.D. 
Ozon. and J. E. Biddlb, M.A. Ozon. Fifth Edition. 1 vol. 4to. 28s. 

WHITE'S COLLEGE LATIN-ENGLISH BICTIONABT antermediate 
Size), abridged for the use of University Students from the Parent Work (as 
above). Medium 8vo. Third Edition, 16s, 

WHITE'S JBNIOB STUDENT'S COMPLETE LATIN-ENGLISH and 

ENGLISH-LATIN DIGTIONABY. New Edition. Square 12mo. price 12«. 

Rn,>o~f^w / The ENGLISH-LATIN DICTIONABY, price 6s, 6d, 
toeparaieiy | rj^^ LATIN-ENGLISH DICTIONABY^ price 7s, 6d, 

A LATIN-ENGLISH BICTIONABT, adapted for the Use of Middle- 
Glass Schools. By John T. Whttb, D.D. Ozon. Square fcp. 8vo. price 3s. 

An ENGLISH-GBEEK LEXICON, containing all the Greek Words 
used by Writers of good authority. By G. D. Yonge, M.A. 4to. price 21s, 

Mr. TONGE'S NEW LEXICON, English and Greek, abridged fi:om 
his larger work (as above). Bevised Edition. Square 12mo. price 8<. 6d, 

A GBEEK-ENGLISH LEXICON. Compiled by H. Gt. Liddbll, D.D. 
Dean of Christ Church, and B. Scott, D.D. Dean of Rochester. Sixth Edition. 
Grown 4to. price 86«. 

A LEXICON, GBEEK and ENGLISH, abridged from Liddell and 
Scott's Cfreek-English Lexicon, Fourteenth Edition. Square 12mo. 7s, 6d, 

A FBACTICAL DICTIONABT of the EBENCH and ENGLISH LAN- 
GUAGES. By L. GoNTANSEAU. Bevised Edition. Post Svo. 7s, 6d, 

CONTANSEAU'S POCKET DICTIONABT, French and English, 
abridged from the above by the Author. New Edition. Square 18mo. Zs, Sd, 
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A NEW POCKET DIGTIONABT of the aSBMAN and ENGLISH 

LANGUAaES. By F. W. Longman, Balliol College, Oxford. ISmo. 6«. 

KEW PBACTICAL DICTIONABT of the eEBMAN LANaVAOE; 

German-BngliBh uid English-Germaiu By the Bey. W. L. Blagklit, M«A« 
and Dr. Oabl Mabtin FBZBDLiLNDES. Post 8vo. 7s, Sd, 

The MASTEBT of LANGUAGES; or, the Art of Speaking Foreign 
Tongnee Idlomatioally. By Thoicab PBBNDBBaAST. 8to. Bt, 



Miscellaneous Works and Popular Metaphysics. 

LECTUBES delivered in AMEBICA in 1874. By Chablbs Einoslbt, 
F.L.S. F.G.S. late Bector of Everaley. Grown 8to. price 0«. 

6EBMAN HOME LIFE. Eeprinted, with Bevision and Additions, 
from FroHr'i Magazitie. Second Edition* Croifm 8to. 6«. 

THE MISCELLANEOUS WOBKS of THOMAS ABNOLD, B.D. 

Late Head Master of Bugby School and Begins Professor of Modem History in 
the TJniyersity of Oxford, collected and republished. 870. 7«. 6d. 

MISCELLANEOUS and POSTHUMOUS WOBKS of the Late HENBT 

THOMAS BUCKLE. Edited, with a Biographical Notice, \xj Helen Tatlob. 
8 vols. 8to. price 62s. 6d, 

MISCELLANEOUS WBITINGS of JOHN COKIHGTON, M.A. late 
Corpns Professor of Latin in the TJniTersity of Oxford. Edited by J. A. 
S7M0NDS, M.A. With a Memoir by H. J. & SiOTH, M.A. 2 vols. 8to. 28«. 

ESSATS, CBITICAL and BIOGBAPHICAL. Contributed to the 
EdinJburffh Review, By Henbt BooEBS. New Edition, with Additions. 2 Tola, 
crown Byo. price 12«. 

ESSATS on some THEOLOGICAL CONTBOVEBSIES of the TIME. 

Oontribnted diiefly to the Edinburffh Review, By Henbt Booebs, New 
Edition, with Additions. Crown 8to. price 6s, 

BECBEATIONS of a COUNTBT PABSON. By A. E. H. B. Fibst 
and Second Sebies, crown 8to. 84. M, each. 

The Common-place Philosopher in Town and Country. By A. EI. H. B. 

Crown 8to. price 84. 6d. 

Leisure Hours in Town; Essays Consolatory, ^sthetical, Moral, 
Social, and Domestio. By A. K. H. B. Crown 8to. 8<. M. 

The Autumn Holidays of a Country Parson ; Essays contributed to 
Fraset't Magcuinet ko. ByA.K.H. B. Crown 8yo. 3«. 6d. 

Seaside Musings on Sundays and Week-Days. By A. E. H. B. 
Crown 8to. prios Ss, 6d, 

The Graver Thoughts of a Country Parson. By A. E. H. B. Fib8t» 

Second, and Thibd Sebies, crown 8vo. Zs, 6d, each. 

Critical Essays of a Country Parson, selected from Essays con- 
tributed to ^ra«er'«i/a^ann«. ByA. E.H. B. Crown 8yo. 84. 6(1. 

Sunday Afternoons at the Parish Church of a Scottish Univeriitj 
City. ByA.K.H. B. Crown 8vo. 84. 6d. 
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LesMiui of Xiddle Age ; with some Aeooimi ol yarioas Cities and 
Men. B7A.E.H. B. Grown Sro. 8«. fid. 

Counsel and Comfort spoken from a City Pnlpit. B7 A. E. H. B. 

Gxown 8yo« price Zt» Bd» 
Changed Aspects of Unchanged Tmths ; Memorials of St. Andrews 

BondAys. By ▲. E. H. B. Crown 8to. Z*, 6d. 

Present-day Thoughts; Memorials of St. Andrews Sundays. By 
A. E. H. B. drown 8vo. 8«. 6d. 

Landscapes, Churches, and Moralities. By A. £. H. B. Grown 

8yo. 1^08 Bs, 6d, 

SHORT STUDIES on GBEAT SUBJECTS. By James AinrHoinr 
Fboude, M Jl. late Fellow of Bxeter Coll. Oxford. 3 yoIb. crown 8to. prioe 12s, 
or 2 TolB. demy 8yo. price '24«. Vol. HE. in the press. 

SELECTIONS from the WRITINGS of LORD MACATTLAY. Edited, 
with Occasional Ibcplanatory. Notes, by Geobob Otto Tbeyeltak, M.P» 
Crown 8yo. price 6s, 

LORD MACAULArS MISCELLANEOUS WRITINaS :^ 

LiBBABT BDmoN. 2 Yols. 8vo. Portrait, 21«. 
PvopuB'sBDinoN. 1 TDl. crown 8vo. 4«. 6<l. 

LORD XACAULAT'S MISCELLANEOTTS WRITINGS and SPEECHIES. 

Studsnt's Sditzon, in drown 8yo. prioe Bs, 

The Rev. STDNET SMITH'S MISCELLANEOUS WORKS; induding 
his Contributions to the Edinbwx/h Beview, Crown 8vo. 6«. 

The WIT and WISDOM of the Rev. STDNET SMITH ; a Selecticm of 
the most memorable Passages in his Writings and Conyersatioii. 16mo. St. 6d, 

The ECLIPSE of FAITH; or, a Visit to a Eeligions Sceptic. By 
Hbnbt Bogebs. Latest Edition. Fcp. 8to. prioe 6s, 

Defence of the Eclipse of Faith, by its Author ; a rejoinder to Br. 
Newman's Reply, Latest Edition. Fcp 8to. prioe 8«. 6d, 

CHIPS from a GERMAN WORKSHOP ; Essays on the Science of 
Religion, on Mythology, Traditions, and Customs, and on the Science of Lan- 
guage. By F. Max M&llbb, M.A. &c. 4 vols. 8yo. £2. 18«. 

ANALTSIS of the PHENOMENA of the HtTMAN MIND. By 

Jambs Mill. A Kew Edition, with Notes, Illustrative and Critical, by 
Alexander Bain, Andrew Findlateb, and Geobqb Grotb. Edited, with 
additional Notes, by John Stuart Mill. 2 vols. 8yo. price 2Ss. 

An INTRODUCTION to MENTAL PHILOSOPHT, on the Indnctive 
Method. By J. D. Morbll, M.A. LL.D. 8yo. 12s. 

PHILOSOPHT WITHOUT ASSUMPTIONS. By the Eev. T. P. 

KiRKiiAN, F.E.S. Bector of Croft, near Warrington. 8yo. 10s, 6d, 

The SENSES and the INTELLECT. By Alexaitdbb Baut, M.D. 
Professor of Logic in the University of Aberdeen. Third Edition. 8yo. Us, 

The EMOTIONS and the WILL. By Alexandbb Bain, LL.D. Pro- 
fessor of Logic in the Unirersity of Aberdeen. Third Edition, thoronghly 
revised, and in great part re- written. 8yo. price 15s, 

MENTAL and MORAL SCIENCE: a Compendium of Psychology 
and Ethics. By the same Author. Third Edition. Grown Svo. 10s, M, Or 
separately : Part I. Mental Seienee, 6s, 6d, Pabt U. MotxU Science, It, M, 
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LOOIO, DEDTJCTIVE and mrDTJCTIVE. By Axjs^AjxDJssf'BAJnr, LL.B. 

In Two Paktb, crown 8to. 10«. 6d, Eaoh Part may he had Bepaiately :-~ 

Past I. DedudUmy 4j, Past U. Induction, e*. 6d. 

A BUDCffiT of PAEADOXES. By Augustxts Db Moboan, F.BA.S. 
aadGJP.S. 8to. 15<. 

APPABITIONS ; a Narrative of Facts. By the Eev. B. W. Satile, 
M.A. Author of * The Truth of this Bible * &c. Croifm 8yo. price is, 6d. 

A TBEATISE of HTTIIAN NATTTEE, being an Attempt to Introduce 
the Bxperimental Method of Beasoning into Moral Subjects ; followed by Dia- 
logues concerning Natural Religion. By David Httmx. Edited, with Notes, 
&c. by T. H. GBXEI7, Fellow and Tutor, Ball. ColL and T.H. Obosb, Fellow 
and Tutor, Queen's Coll. Oxford. 2 vols. 8vo. 28s, 

X8SATS MOEAL, POLITICAL, and LITEEAET. By David Htthe. 
By the same Editors. 2 vols. 8vo. price 28«. 

The PHILOSOPHY of EEGESSITT; or, Natural Law as applicable to 
Mental, Moral, and Social Science. By Chabibs Brat. 8vo. 9«. 

ITEBEEWECPS 8T8TEM of LOeiC and HISTOET of LOeiOAL 

DOCTRINES. Translated, with Notes and Appendices, by T. M. Ldtdsat, 
M.A. F.R.SJIL 8vo. price 16«. 

7EA0MENTAET PAPEES on SCIENCE and other Snbjeete. By 
the late Sir H. Hollaio), Bart. Edited by his Son, the Rev. F. Hollaiid, 8vo. 
price lis. 



Astronomy^ Meteorology ^ Popular Geography^ &c. 

BEIHELET'S ASTEOEOKT. Beyised and partly re-written, with 
Additional Chapters, and an Appendix of Questions for Examination. "By J. W. 
Stubbs, D.D. Fellow and Tutor of Trinity College, Dublin, and F. Bbuhnow, 
Fh.D. Astronomer Royal of Ireland. Crown 8vo. price %s, 

OTTTLIEES of ASTEOEOHT. By Sir J. F. W. Hebschel, Bart 
M JL Latest Edition, with Plates and Diagrams. Square crown 8vo. 12«. 

SSSATS on ASTEOEOHY, a Series of Papers on Planets and Meteors, 
the Sun and Sun-surrounding Space, Stars and Star-Cloudlets ; with a Disaertstion 
on the Transit of Venus. By R. A. Fbootob, B JL. With Plates and Wood- 
cuts. 8vo. 12<. 

THE TEANSITS of VEEUS ; a Popular Account of Past and Coming 
Transits, from the first observed by Horrocks A.D. 1639 to the Transit of 
A.D. 2012. By R. A. Pboctob, B A.. Second Edition, with 20 Plates (12 coloured) 
and 38 Woodcuts. Crown 8vo. 8«. 6d. 

The TTEIVEESE and the COMIEe TEAESITS : Presenting Be- 
seardhes into and New Views respecting the Constitution of the Heavens; 
together with an Investigation of the Conditions of the Coming Transits of Venus. 
By E. A. Pbootob, B.A. With 22 Charts and 22 Woodcuts. 8vo. 16«. 

The KOOE ; her Motions, Aspect, Scenery, and Physical Condition. 
By R. A. Pbootob, B.A. With Platesj Charts, Woodcuts, and Three Lunar 
Photographs. Crown 8vo. lbs. 

Th e SHE ; EVLEE, LIOHT, FIEE, and LIFE of the PLAEETAET 
SYSTEM. ByR. A. PBOorroB, B.A. Third Edition, with 10 Plates (7 co- 
loured) and 107 Fignxes on Wood. Crown 8vo. 14«. 
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MHEB WOSLM TEMM OUIUI; thfi Flonlitf of Worlds Stadied 
vnABr liie 14^^ of Baoent fleiwitMe B flBBM oh eB. By B* A. Pbociob, B^ 
TUrd Bdition, ^ri& 14 nnflbntiani. Grown Sno. lOc 6il. 

QSBS ASOUn UV ; Familiar Essays on the Moon and Planets, 
■sd OomstB, tiie Son and Ookrared Pftin of Stan. By B. A. Pboctob, 
Saoond TMitim, with C8uurte and 4 DUcnms. Grown 8to. prioe 7«. 6d. 

SATUXV iBd ite 8TIZXM. Bf B. A. Pbocior, BJL 8yo. with U 



r, and the Condition and Oonfignrations of its Surface. 
By BzwrsKB Kxbok, FeDow of tiM Boyal Astronomical BodeAij, &c. With M 
Maps and S Fktes. Hediinn Sro. SU. M. 

A IJCW 8TAX ATLAS, ^ the library, the School, and the Observatoiy, 
in TwelT« Gtroolar Xapa (with Two Index Plates). Intended as a Companion 
to 'Webb's Oriftsrifcl Objects for Common Teleeoopes.' With a Letterpress 
I nt ro du caloa on the Study of the Staza, illnstnted by 9 Diagnnu. By B. A. 
Ffeocioa,BJL Crown 8Y0.&S. 

tGHELUOPS SPSGTJinX AHALYSHS, in its application to Terres- 
trial Rntw t aii ces and the Physical Constitation of the Heavenly Bodies. Trans- 
lated by Jaxx and C T.AfHKT.T. ; edited, with Kote9, by W. Hugoikb, LL J). 
F.RA With IS Plates (€ ooloored) and 23S Woodcots. 8to. prioe 28j; 

CELS8TIAL OBJECTS for COXKON TELESCOPES. Bj the Bey. 
T. W. Wkbb, M.X. F.TLA.8. Third Bdition, royiaed and enlarged ; with Maps, 
Plate, and Woodeats. Grown 8to. pdoe 7<. 6d. 

and EAIV; the Beginnings of a Chemical Climatology. By 
BOBXBT ASGGB SuTB, PhJ). FJLS. F.G^ With 8 IllastrationB. Sro. 24f. 

and its BELATIOHS to LIFE; being, with some Additions, 
the Substance of a Oonise of Lectores deliTcrei at the Boyal Institution of 
Great Britain. Bj W. N. Haktuet, F.C.S. Demonstrator of Chemistry at King's 
College, London. Seoond Edition, with 66 Woodeats. Small 8vo. 6(. 

HATTTICAL SUKVEYlllO, an IHTBODnCTION to the PBACTICAL 

and THEOEBTICAL STUDY of. By J. K. LAnoHTON, M.A. Small 8yo. 6«. 

DOVES LAW of STOBXS, considered in connexion with the Ordinary 
Movem^ta of the Atmo^here. Translated by R. H. Soott, M.A. 8yo. lOs. Sd, 

KEITH JOHNSTON*S GEHEBAL DICTIONABT of OEOOBAPHT, 

DescriptiYe, Physical, Statistical, and Historical ; forming a complete (gazetteer 
of the WoiM. New Edition, rerisedand corrected. 8yo. prioe i2s» 

The PTTBLIC SCHOOLS ATLAS of MODEBN OEOOBAPHY. In 31 

Coloured Maps, exhibiting clearly the more important Physical Features of the 
Countries delineated, and Noting all the Chief Places of Historical, Commercial, 
or Social Interest. Edited, with an Introduction, by the Bey. G. Butlbb, liJL 
Imperial 8vo. or imperial 4to. 5«. doth. 

The PTTBLIG SCHOOLS KABUAL of MODEBB GEOOBAPHT. By 

the Rev. Gborcue Bctlsr, M.A. Prlndpal of Liverpool College ; Editor of 'The 
Pablio Schools Atlas of Modem Geography.* [In prepara turn. 

The PUBLIC SCHOOLS ATLAS of ABGIENT GEOGBAPHT, in 25 

Coloured Maps. Edited by the Rev. Gbobob Butlbb, M.A. Principal of 
Liverpool College. Imparial Svo. or imperial 4to. 7«. M, doth. 

XAUNDEB'S TBEASUBT of GEOGBAPHT, Physical, Historical, 
Descriptive, and Political. Edited by W. Huqhbs, FJL.G.a Bevised Sditioo, 
with 7 Mape and 16 Plates. Fcp. 6«. doth, or 10«. 6d. bound in calf. 
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Natural History and Popular Science. 

TXXT-BOOKS of SCIENCE, MECHANICAL and PHTSICAL, 

adapted for the use of Artisans and of Students in Public and Sdenoe Schools. 

The following Text-Books in this Series may now be had :— 

Ain>SR80N'8 Strength of Materials, smi^ 8yo. Z*, Qd, 

Abmstbonq's Organic Chemistry, 3«. %d, 

Barry's Bailway Appliances, 3s. 6d. 

Bloxam's Metals, d«. %d, 

OooDBYB's Elements of Mechanism, Zi, M, 

Principles of Mechanics, 8<. %d. 

Griffin's Algebra and Trigonometiy, Z». 6d, Notes, 8«.6d. 
Jbnkin's Electricity and Magnetism, Zs. 6d. 
Maxwell's Theory of Heat, Zs. 6d. 

Mkrbifisld's Technical Arithmetic and Mensuration, Zs, M, Key, Zt, 6d^ 
Miller's Inorganic Chemistry, Zs, 6d. 
Prebcb & SiVEWRiaHT's Tel^n^phy, Zs. Bd, 
Shelley's Workshop Appliances, Zs, 6d, 
ThomIs's Structural and Physiological Botany, 65. 
Thorpe's Quantitative Chemical Analysis, 4s, (kt. 
Thorpe & Muir's QualitatiYe Analysis, Zs, 6d, 
Tilden's Chemical Philosophy, Zs, 6d. 
Watson's Plane and Solid Geometry, Zs, Bd. 
%* Other Text-Books in extension of this Series are in actiye preparation. 

ELEMENTABT TREATISE on FHTSICS, Experimental and Applied. 
Translated and edited from Ganot's Aliments de Physique by E. Atkinson, 
Ph.D. F.C.S. Serenth Edition, reri^ed and enlarged ; with 4 Coloured Plates 
and 758 Woodcuts. Poet 8to. lbs, 

VATTTBAL PHILOSOFHT for OENEBAL READERS and TOTTNG 

PEBSONS ; being a Course of Physics diyeeted of Mathematical Formulss 
expressed in the luiguage of daily life. Translated from Ganot's Cours dt 
Physique and by B. Atkinson, Ph.D. F.O.S. Second Edition, with 2 Plates 
and 429 Woodcuts. Crown 8to. price Is, Bd, 

HELUHOLTZ'S POPirLAR LECTURES on SCIENTITIC SUSJECTS. 

Translated by E. Atkinson, Ph.D. F.C.S. Professor of Experimental Sdenoe, 
BtafE College. With an Introduction by Professor Tyndalu 8yo. with nume- 
rous Woodcuts, price \2s, Bd, 

On the SENSATIONS of TONE as a Physiological Basis for the 
IHieory of Music. By Hermann L. F. Helhholtz, M.D. Professor of Physics 
in the Uniyersi^ of Berlin. Translated, with the Author's sanction, from the- 
Third German Edition, with Additional Notes and an Additional Appendix, by 
Alexander J. Ellis, F.B.S. &c. 8yo. price 36«. 

The HISTORT of MODERN MTTSIC, a Course of Lectures deliyered 
at the Boyal Institution of Great Britain. By John Hullah, Professor of 
Vocal Music in Queen's Collie and Bedford Collie, and Organist of Charter- 
house. New Edition. 8yo. Zs, Bd, 

The TRANSITION PERIOD of MUSICAL HISTORT; a Second 
Course of Lectures on the History of Music from the Beginning of the Seren- 
teenth to the Middle of the Eighteenth Century, deliyered at the Boyal Insti- 
tution. ByJoHNHiTLLAH. Nsw Edition. 8yo. 10^. (kf. 

SOTTND. By John Tyndali, LL.D. D.C.L. F.E.S. Third Edition,, 
including Becent Researches on Fog-Signalling; Portrait and Woodcuts. 
Crown 8yo. \Qs, Bd, 

HEAT a MODE of MOTION. By John Ttndall, LLJ). D.CL^ 
F.B.S. Fifth Editioi. Plate and Woodcuts, down 8yo. 10«. 6d. 
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COHTBIBimOirS to MOLECTTLAB PHTSICS in the BOIUDr of 

R^LAITTHBAT. ByJ.TCTDAmLLJ). D.QJU. EJUS. Witll2FktMUd 
•1 WooacntiB. oTO. 18c. 

BE8SABGHES on DIAVAGKETISM and MAaKE-CBYSTALUC 

ILD. D.0 J.. F Jt.S. With 6 plAtM and many Woodcuts. 8to.Uc. ^^ 

H0TE8 of a COUBSE of SEVEK LECTTTBES on ELEGTBICAL 

rapOl^A aod THBOMBS. deUvered at the Boyal lutttatbrn. AJ). 1870. 
By John Tysdau^ LL.D., D.OJ:*., FJLB. Czown 8yo. U wwads U. 6<I. dotta. 

SIX LECTUBES on LieHT deUyered in America in 1872 and 1873. 
By JOHN Tywdall, LLJ>. D.OX. FJtJS. Becond BdiMon, with Portrait. 
Plate, >u^ ^9 I>ia«ramB. Grown 8vo. 7«. tfd. 

HOTES of a COUBSE of ITIHE LECTUBES on LIGHT deliyered at the 
Boyal Institation, AJ). 1869. By Johk Tzhdall, LLJ). D.OL. FJL& 
Cfan>w]i8yo. price 1<. aewed, or lt» M. doth. 

FBAaMEHTS of SCIEirCE. ISj John Ttndall. LL' D. DXijL F.E.S. 
Third Edition, with a New Introduction. Crown 8yo. lOf, 6d. 

LIGHT SCIENCE for LEISUBE HOVitS; a S^es of i'amiliar 
EBsays on Scientific Subjects, Natural Phenomena, &c By B, A. .'Pbooiob, 
B.A. First and Second Series. Grown Sro. Is, B<t eadu ' 

A TBEATISE on XAGEETISM, General and Terrestrial. ' By Hux- 
PHBBT Llotd, DJ). D.G Jj., Proyost of Trinii^' Cdlflge,lliiblin. Bfo, 10«. 6d. 

ELEXENTABT TBEATISE on the WAVE-THEOBT 0^ 'LIGHT. 

By HuMPHBST Llotd, D.D. D.G.L. Proyost of Trinity College, DnUin. Third 
Bdition, revised and enlarged. 8yo. price 10<. 6<i. 

The COBBELATION of PHYSICAL EOBGSS. By the Hon. Sir W. B. 
Orovs, M.A. F.B.S. one of the Judges of the Court of Common Pleas. Stcth 
Bdition, with other Contributions to Science. 8yo. price ICs. 

The COMPABATIYE AHATOMTand PHTSIOLOGT of the VEBTE- 

BBATE ANIMALS. By BiGHABD OwBN, F.B.S. D.C.L. With 1,472 Woodcuts. 
8 vols. 8yo. £3. 18<. 64. 

PBIHCIPLES of ANIMAL MECHANICS. By the Bey. S. H^ughtoit, 
F.B.S. Fellow of Trin. Goll. DabL M.D. Dubl. and D.OX. Ozom Second 
Bdition, with 111 Figures on Wood. Svo. 21«. 

BOCKS CLASSIFIED and DESCBIBEB. By Bbbmhabd Vok Cotta. 
English Edition, by P. H. Lawbence; with English, German, and Frendi 
Synonymes. Post Svo. 14j. 

The ANCIENT STONE IMPLEMENTS, WEAPONS, and OBNA- 

HENTS of OBEAT BRITAIN. ByJoHNByANS,F.B.S.F.SJL With 2 Plates 
and 476 Woodcuts. 8yo. price 28«. 

The NATIVE BACES of the PACIFIC STATES of NOBTH AKEBICA. 

By HuBSRT HowB Bancboit. 5 yols. 8to. with Haps, £6. 6s, 

The OBIGIN of CIVILISATION and the PBIMITIVE CONDITION 

of 1£AN ; Mental and Sodal Gondition of Sayages. By Sir John Lttbbocx, 
Bart. M.P. F.B.S. Third Bdition, with 25 Woodcuts. 8yo. 18«. 

BIBLE ANIMALS; being a Description of eyery Liying Creatore 
mentioned in the Scriptures, from the Ape to tiie CoraL By the Bey. J. Q, 
Wood, M«A. F JJ.S. With about 112 Vignettes on Wood. 8yOb 14«, 
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HOKES WITHOITT HANBS ; a Description of the Habitations of 
Animals, olMsed aooording tQ their Principle of Ctonatmotion. Bjr tbe Ber. J. 
a. Wood, ILA. F JUS. With about 140 Yignettee on Wood. 8to.Uc 

UI8SCT8 AT HOME ; a Popular Account of British Insects, their 
Stractnre, Habits, and Transformationfl. By theBer. J. G.WooD,]CJLFJJ3. 
With upwards of 700 Blastrauons. 8vo. price 14«« 

INSHCTS ABBOAD; a Popular Account of Foreign Insects, their 
Btntotnre, Habits, and Transformations. By J. Q. Wood, M.A, FJi.S. Printed 
and illustrated uniformly with * Insects at uome.' 8?o. price 2U, 

STXAHGE BWELLINOS; a description of the Habitations of 
Animals, abridged from ' Homes without Hands.' 1^ the Be*r. J. G. WooD^ 
M.A. FJi^. With about 60 Woodcut mustrations. Oiown 8yo. price 7s, 6<f. 

OTTT of BOOBS ; a Selection of original Articles on Practical Natura 
History. By the Ber. J. G. Wood, M.A. FX.a With EleTen Illnstrations from 
Original Deogns engraved on Wood by G. Pearson, down 8to. price It, Sd, 

A EAKILIAB HISTOBT of BIBBS. By E. Stamlkt, D.D. F.B.S. 
late Lord Bishop of Norwich. Serenth Bditioa, with Woodcuts. Fcp. 8«. 6d. 

The SEA and its LIYING W0NBEB8. By Dr. Gbobcob Habtwig. 

Latest rerised Edition. 8vo. with many niustrations, lOf. Sd, 

TheTBOPICAL WOBLB. By Dr.GsoBOB Habtwig. 'W^thabore 160 
dastcationB. Latest revised Bdition. 8vo. price 10«. SA 

The SUBTEBBANEAH WOBLB. By Dr. aEOBOB Habtwio. With 
8 Maps and about 80 Woodcuts, inolnding 8 full size of page. 8to. price 10«. Sd, 

The POLAB WOBLB, a Popular Description of Man and Nature in the 
Aictio and Antarctic Begions of the Globe. By Dr. Gbobgb HABXWia. With 
8 Ohromozylographs, 8 Maps, and 86 Woodcuts. 8yo. 10«. M, 

THE AEBTAL WOBLB. By Dr. Q, Haktwio. New Edition, with 8 
Ohromozylographs and 60 Woodcut Illustrations. 8to. priOe 21«. 

KIBBT and SPENCE'S IBTBOBBCTION to ENTOMOLOGY, or 

Elements of the Natural History of Insects. TthBdition. Oymn8vo.Ai. 

MABNB£B*S TBEASUBT of NATUBAL HISTOBT, or Popular 
Dictionary of Birds, Beasts, Fishes, Beptiles, Insects, and Oreeping Things. 
With abore 800 Woodcuts. Fcp. 8to. price 6<. doth, or 10«. M, bound in caU. 

MAXTNBEB'S SCIENTITIC and LITEBABT TBEASUBT. New 

Bdition, thoroughly revised and in great part rewritten, with abore 1^000 
new Articles, l^ J. Y. Johnson. Fop. 8vo. 6*, doth, or lOtf . 60, oalf. 

BBAHBE'S BICTIONABY of SCIENCE, LITEBATITBB, and ABT. 

Be-edited by the Bey. G&obob W. Oox, MJL. late Scholar of Trinl^ Odlege, 
Oxford ; asedsted by Oontributors of eminent Sdentiflo and Literary (Acquire- 
ments. New.Bdition, revised. 8 toIs. medium 8yo. 68«. 

HANBBOOK of HABBY TBEES, SHBBBS, and HEBBACEOBS 

PLANTS, containing Descriptions, Native Countries, &c. of a Selection of the 
Best Species in Cultivation; togeth^ with Cultural Details, Comparative 
Hardiness, Suitability for Particular Positions, Ik>. By W. B. Hduuit. Based on 
Dboaibmb and Naxjdin's Manua de P Amateur da /ctrdbu, and indinttiig the 364 
Original Woodcuts. Medium 8to. 31«. 
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A GENESAL 8TSTEM of BOTAVT BESCBIPTIVS and AH ALYTICAK. 

By B. Lb Maout, and J. Dxoaibnx, Memben of the Institnte of Fnooe. 
Translated by Mn. Hookxb. The Oidera arranged after the Method followed 
in the UnlYereities and Schools of Great Britain, its Oolonies, America, and 
In^ ; "With an Appendix on the Katnral Method, and other Additions, by 
J. D. Hooker, F.B.& &c Second Thousand, with 5,600 Woodcats. Inq^erial 
8yo. 81<. 6d. 

The TBEASUBT of BOTAITT, or FoiralAr Dictionary of the Vegetable 
Kingdom ; including a Oloauury of Botanical Terms. Bdited by J. Lmjur, 
F3.S. and T. MooBX, F.L.8. assisted by eminent Gontribntors. With S74 
Woodcuts and 20 Steel rlates. Two Parts, fcp. 8vo. 12«. doth, or 21*. oatt. 

The ELEXEKTS of BOTAVT for FAMILIES and SCHOOLS. 

Tenth Bdition, revised by Thoicab Moobb, VJaJR, Fcp. 8to. with 154 Wood- 
outs, 2i, M, 

The BOSE AXATEUB'S GTJIBE. By Teouas Bitsbs. Fourteenth 
Edition. Fop. 8yo. if. 

LOroOlTS ENCTCLOPjEDIA of PLABTS ; comprising the Specific 
Character, Description, Oultnre, History, &c. of all the Plants found in 
Great Britain. With upwards of 12,000 Woodcuts. 8yo. 43$, 

70BEST TBEES and WOODLABB SCEHEBT, as described in Ancient 
and Modem Poets. By Wiijjam Mknzibb, Deputy Surveyor of Windsor Forest 
and Parks, &c With Twenty Chromo-lithographio Plates. FoUo, price £5 6*, 



Chemistry and Physiology. 

A BICTIOBABT of CHEMISTBT and the Allied Branches of other 
Sciences. By Hsnbt Watts, F.B.S. assisted by eminent Contributors. 
Seven Volumes, medium 8to. price £10. 16s, Bd, 

ELEMENTS of CHEMISTBT, Theoretical and Practical. By W. Allks 
MiLLEB, M.D. late Prof, of Chemistry, King's OoU. London. New 
Edition. 8 vols. Svo. Part I. CEBsncAL Phtsiob, 16«. Past II. 
Inobganio Ohxmistby, 21s, Pabt HI. Obganio CHBiasiaT, New Edition 
in the press. 

SELECT METHODS in CHEMICAL AKALTSIS, ohiefly IBOB- 
GAinC. By WnuAM Cbookbs, F.B.S. With 23 Woodcuts. Crown 8vo. 
price 12<. 6d, 

A FBACTICAL HANDBOOK of DTEING and CALICO PBINTIBG. 

By WiLUAif Cbookbb, F.B.S. With 11 Page Plates, 49 Specimens of Dyed and 
Printed Fabrics, and 86 Woodcuts. 8vo. 42s, 

OUTLINES of FHTSIOLOOT, Human and Comparative. By John 
MABSHAiiL, F.B.G.S. Surgeon to the University College Hospital. 2 volfl. 
crown 8vo. with 122 Woodcuts, S2s, 

HEALTH in the HOUSE ; a Series of Lectures on Elementary Physi- 
ology in its application to the Daily Wants of Man and Animals, dcdivered to 
the Wives and Children of Working Men in Leeds and Saltaire. By Caxbuuki 
M. BucKTOK. New Edition, revised. Small 8vo. Woodcuts, 2s. 
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The Fine ArtSj and Illustrated Editions. 

A DICnOKABY of ABTISTS of the ENOUSH SCHOOL : Painters, 
Soolpton, Architects, Engravers, and OmamentistB ; with Notices of their LiTSf 
and Works. By S. Bedo&itb. 8to. 16«. 

XOOBE'S naSH melodies, with 161 Steel Plates from Original 
Drawings by D. Macusb, B.A. Snper-royal 8to. 2l5. 

LOBD XACATTLAT'S LATS of ANGIEHT BOME. With 90 niustra- 
tions on Wood, from the Antique, from Drawings by O. Schabf. Fcp. 4to. fl#. 

Miniature Edition of Lord Maeanlay's Lays of Ancient Borne, 

with the Ulastrations (as above) reduced in Lithography. Imp. 16mo. lOf . 6(2. 

POEMS. By William B. Scott. L Ballads and Tales. II. Studies 
tthim Nature, m. Sonnets &c. Illustrated by 17 Etchings by W. B. Soott 
(the Author) and L. Alha Tadeua. Crown 8vo. price 155. 

EALF-HOUB LEGTUBES on the HISTOBT and PBACTICE of the 

FINE and ORNAMENTAL ABTS. By WnjJAH B. Soorr. Third Edition, 
with 50 Woodcuts. Ctoym 8vo. 8«. 6d. 

The THBEE CATHEDBALS DEDICATED to ST. PAUL, in LOHDON ; 

their History from the Foundation of the First Building in the Sixth Oentnry 
to the Proposals for the Adornment of the Present Cathedral. By Wiliiam 
Longman, F.A.S. With numerous Illustrations. Square crown 8to. 21$, 

IH PAIBTLAND; Pictures from the Elf-World. By Bichabo 
DOTLB. With a Poem by W. Allinqham. With Sixteen Plates, containing 
Thirty-six Designs printed in Colours. Second Edition. Folio, price 15<. 

The KEW TESTAMENT, Ulnstrated with Wood Engravings after the 
Early Masters, chiefly of the Italian SchooL ;Crown 4to. 684. cloth, fi^t top ; 
or £5 5«. elegantly bound in morocco. 

8ACBED and LEGEND ABT ABT. By Mas. Jambsokt. 

Legends of the Saints and Martyrs. New Edition, with 19 
Etchings and 187 Woodcuts. 2 vols, square crown 8vo. 8I5. 6d. 

Legends of the Monastic Orders. New Edition, with 11 Etchings 
and 88 Woodcuts. 1 vol. square crown 8vo. 21«. 

Legends of the Madonna. New Edition, with 27 Etchings and 
166 Woodcuts. 1 ToL square crown 8to. 21<. 

The History of Onr Lord, with that of his Types and Precursors. 
Completed by Lady Eastlaxb. Bevised Edition, with 81 Etchings and 
281 Woodcuts. 2 vols, square crown 8vo. 42«. 



The Useful Arts^ Manufactures^ &c. 

GWILrS ENCTCL0P2SDIA of ABCHITECTUHE, with aboye 1,600 
Engravings on Wood. New Edition, revised and enlarged \ss WtAXX 
pAPweBTH. 8vo. 52«. ed. 

EIHTS on HOUSEHOLD TASTE in PUBNITimE, UPHOLSTEBT, 

and other Details. By Chablbs L. EAerrLAKB, Architect. Third Bditiont 
with about 90 Illnstrations. Square crown 8vo. 1^« 
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DTDITSTBIAL CHEMISTBT; a Manual for Hann&cfciirera and for 
use in CollM;es or Technical Schools. Being a Translation of Prof eBsors Stcdunann 
and Bnglers Qerman Edition of Paten's Pr^d$ de CMmie IfuhtskieOe, hj Dn 
J. D. Barrt. Edited and supplemented t7B.H.PAX7L,PlLj). Svo.^rith Plates 
and Woodcuts. [/n the pnu, 

ITBE'S DICTIOITABT of ABT8, KAHITI'ACTnBES, and XIXSS. 

Seventh Edition, rewritten and enlarged by Bobsbt Hust, F3^S. ftrnffeted by 
numerous Contributors eminent In Science and the Arts, and familiar witii 
Manufactures. With above 2^00 Woodcuts. 9 toIs. medium Sro. £5 S$, 

HAKDSOOK of PRACTICAL TELEeSAFHT. Bj B. S. Citxuit, 
Memb. Inst. O.E. Engineer-in-Chief of Tel^raphs to the Posb QBoe. SIztii 
Edition, with 144 Woodcuts and 5 Plates. 8vo. price 16s, 

TELE0EAFHT. By W. H. Prebce, CE. Dmsional Engineer, P.O. 
Telegraphs ; and J. Sivxwbtoht, 1I.A. Superintendent (BngineeEing Jkipart- 
ment) P.O. Telegraphs. Small 8to. with 160 Woodcuts, St, 6d, 

BAILWAT APFLIAKCES; a Description of Detailjs of Eailwaj 
Construction subsequent to the completion of the Earthworks and Masonry, 
including a short Notioe of Railway Boiling Stock. By J. W. Bahbt, Member 
of the Institution of GItU Engineers. Small Svo. with 207 Woodcuts, 8#. 6d. 

XHCTCL0P2SDIA of CIVIL ENaiNEEEIKG, Historical, Theoretical, 
and Practical. By E. Cbest, CE. With above 8,000 Woodcuts. 8vo.4S«. 

OCCASIONAL PAPEES on SUBJECTS connected with CIVIL EN- 
GINEERING, GUNNERY, and Naval Architecture. By MicSAXL Sooir, 
Memb. Inst. CE. & of InsU N.A. 2 vols. 8vo. with Plates, 42«. 

KAVAL POWEES and their POLICY, with Tabular Stetements of 
British and Foreign Ironclad Navies, giving Dimensions, Armour, Details of 
Armament, Engines, Speed, &c. By John C Pagkt. 8vo. 10«. 6d. 

TEEATISE on MILLS and MILLWOEK. By Sir W. Fairbairn, 
Bart. F.R.S. New Edition, with 18 Plates and 322 Woodcuts, 2 vols. 8vo. 82«. 

XTSEPTTL INPOEMATION for ENGINEEES. By Sir W. Fairbaibn, 
Bart. F.R.S. Revised Edition, with Illustrations. 8 vols, mrown 8yo. price 3l5. 6d. 

The APPLICATION of CAST and WEOUGHT lEOH to Building 
Purposes. By Sir W. Faibbairn, Bart. F.B.S. Fourth Edition; enlarge^ ; with 
6 Plates and 118 Woodcuts. 8vo. price 16s, 

The THEOEY of STEAINS in OIEDEES and similar Stractnres, 
with Observations on the application of Theory to Practice, and Tables of the 
Strength and other Properties of Materials. By BiNDOir B.. Stonbt, M.A, 
M. Inst. CE. New Edition, royal 8vo. with 5 Plates and 123 Woodcuts, 36s, 

A TEEATISE on the STEAM ENGINE, in its Tarions ^Applications 
to Mines, Mills, Steam Navigation, Railways, and Agriculture. By J. Bourns, 
CE. Eighth Edition ; with Portrait, 37 Plates, and M6 Woodcuts. 4to. i2«. 

CATECHISM of the STEAM ENGINE, in its rarions Applications to 
Mines, Mills, Steam Navigation, Railways, and Agriculture. By the same 
Author. With 89 Woodcuts. Fcp. Svo. 6«. 

HANDBOOK of the STEAM ENGINE. By the same Author, forming 
a Est to the Catechism of the Steam Engine, with 67 Woodcuts. Fop. 9u 

BOTIENE'S EECENT IMPEOVEMENTS in the STEAK EH0IHE in its 

various applications to Mines, Mills, Steam Navigation, Bailwayg, and Agri- 
onlturo. By John Boubitb, OJE. New Bditioa, with 124 Woodrati. Wcp, 8vo. 6s, 
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PBAOnCAL TBEATISE on lOETAILTrBGT, adapted from the last 
German Bdition of Professor Eerl's Meuaiurgy by W. Cbookbs, F JI.S. &o. 
and B. BdHBia, Fh.D. M.B. With 020 Woodcuts. 8 vols. 8vo. prioe £4 19«. 

XITCEELL'S KAHITAL of PBACTICAL ASSATIKG. Fourth Edi- 
tion, for the most part rewritten, with all the recent Dlsooveries incorporated, 
byW. 0BOOKii8,F.B.a With 199 Woodonts. 8to. 81<. 64. 

LOUDON'S EKCTCL0P2SDIA of AOBKnTLTTTBE : comprising the 
Laying-ont, Improyement, and Management of Landed Property, and the Oolti- 
Tation and Bconomy of Agricoltoral Frodnoe. With 1,100 Woodcuts. 8to. 21«. 

London's Xncyelopndia of Oardening: eomprisine; the Theory and 
Practice of Horticulture, Floriculture, Arboriculture, and Landscape Gardeninjr. 
With 1,000 Woodcuts. 8vo. 21«. 

BEMIHISCEKCES of EEN and MEBE. By J. M. Heathcote. 
With 37 Illustrations and 3 Maps. Square crown 8yo. price 28#. 



Religious and Moral Works. 

CHBISTIAN LITE, its COUBSE, its EINDBANCE8, and its 

HELPS ; Sermons preached mostly in the Ohapel of Bugby SchooL By the 
late Ber. Thoiias Abnou), D.D. 8yo. 7«. M. 

CHBISTIAN LIFE, its HOPES, its FEABS, and its CLOSE; 

Sermons preached mostly in the Ohapel of Bugby S^ooL By the late Bev. 
Thoicab Abnold, D.D. 8to. 7«. 6d. 

SEBMOKS^ chiefly on the IHTEBFBETATIOK of SCBIPTVBE. 
3y the late Ber. Thomas Abnoij>, D.D. 8yo. price 7«. 6d. 

SBBMOES preached in the Chapel of Angby School ; with an Address 
before Oonflrmation. By the late Bey. Thomas Abnold, D J). Fop. 8yo. Z*, 6d, 

THBEE ESSATS on BELIOION: Nature; the Utility of Religion; 
Theism. By John Stuabt Mill. 8to. price 10«. 6<2. 

INTBOBirCTION to the SCIENCE of BELIOION. Fonr Lectures 
delivered at the Boyal Institntion ; with Two Bssays on False Analogies and 
the Philosophy of Id^thology. By F. 1£ax litJLLBB, M A. Crown 8vo.l0«.6<l. 

8VPEBNATTTBAL BELIGION; an Inaniiy into the Eeality of Divine 
Bevelatkm. Sixth Edition, carefully rerlsecC with Bighty Pages of New Preface, 
3 Tols. 8to. 24«. 

NOTES on the EABLIEB HEBBEW SCBIPTVBES. Sy Sir G. B. 
AiBT, E.03. 8yo. price ti, 

ISLAK under the ABABS. By Bobbbt Dbubib Osbobn, Mfjor in 
the Bengal Staf^ Ck)rps. 8vo. 12i, 

BELIGION and SCIENCE, their Belations to each otheri^ the Present 
Day ; Three Bssays on the Grounds of Beligious BeUefis. By Stanlet T. Qibsok, 
B.D.. late Fellow of Queen's Ck>llege, Cambridge. 8to. 10s, 6d, 

The PBIKITIVE and CATHOLIC FAITH in Belation to the Ghnrch 
of Bnfi^d. Dy the Ber. B. W. SAyiLB, 1C.A. Bector o< ShiUingford, Bsceter, 
Author of * Tmth of the Bible ' &c 8to. price It, 
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STiailMB if ik» DID TKAMEIT, tktir BEATUTffG on CHSI8- 
TXAHFAIXHaadnLACnCI. Bif tteBeT.B.B.GlBDUBiOHS,]LA. 8TO.I61. 

Am nTBODirCTIOy to tk« THE0L06T of tho CHVBCH of 
SXGLASD. in aa BiiwHi i i of Am Tfabtj-niiie Azttdei. By the Ber. T. P. 
BocxzBi^ IXJIl Sev SditidB, Dcpu Sra pdoe 8c. 

Am SXPOSinoy of tko » ASnCLBS, Historical and DoctzinaL 
Bif K.HABOLDBKnm,DJ>.LaKdBfdiopoCWi]idieBter. Hew Edit. Sro. I81. 



no UFB amd XPI8TLX8 of ST. PAITL. By the Bey. W. J. 
OoTiBKAXB, y.A^ and the Toy Ber. J. 8. HowB(nr, D J). Dean of Chester :— 

LiBRAKT Bocnoar, vith an tiie Origfnal Uortcatlana, M^^m, TAndwcapce on 
Bfeed, Woodcuts, Ac S TOlk 4to. 42c 

l5TXBMiHAn BDRiosr, With a flrfectjon at Um^b, Plates, and Woodcnti. 
S Tola, sqoaie cxown 8to. SU. 

aiLUBAi ^g SsRiosr, leriaed and oondfnswl, with 46 Illnstratlons and Majfi, 
1 ToL cxown 8to. price Of* 

HI8T0BT of tho SSFOEKATIOV ia SIFBOPE in tbe TIICE of 
CALVIN. BytheBeT.J.H.lCsBLBD'Au]iim?«,DJ>. Transhtted by W.L.B. 
Catzsl 7 Tol aOro . price £5. lU. 

%• YoL TUL fomplfting the Wori:, is preparing for publication. 

VSW TEST AKSHT C0KKSVTAEIE8. By the Rey. W. A. 0*Cokob. 
BJL Bector at St, Sanaa and St. Jode, Manchester. Crown 8vo. 

Spistlo to tho Somaai, price Zs. 6(L 

Epistlo to tho HohrowB, 48, 6d, 

8t. John's Oospol, 10«. ed, 

A CRITICAL and eRAKKATICAL COMKSHTABY on ST. PAUL'S 
Bpistka. By C. J. Blucott, D J). Lord Bishop of G-Joncester and BristoL 8to. 
galatiang, Fourth Edifeion, Ss, 6d, 
Sphofliani, Fourth Edition, Ss, 6d, 
Pastoral Epistles, Fourth Edition, 10«. 6^. 
Philippians, Colossians, and Philemon, Third Edition, 10«. 6d, 
Thessalonians, Third Edition, 7s. 6d, 

mSTOBICAL LECTTTBES on tho LITE of OUE LORD. By 

C. J. Bllicott, D J). Biahop of Gloucester and Bristol. Sixth Edition. 8to. ISi. 

EYIDEHGE of the TRTTTH of the CHRISTIAH RELIGIOE deriyed 
from the Literal Fulfilment of Prophecy. By Albxandsb Keith, D.D. 37tii 
Edition, with Plates, in square 8to. 12*. 6d. ; 39th Edition, in post 8yo. 6«. 

HISTORT of ISRAEL. By H. Ewald, late Professor of the Uniy. of 
OOttingen. Translated by J. E. Carpbntbb, MJL, with a Preface by Busskll 
Martxxsau, M.A. 5 vols. 8yo. 638. 

The AKTIdiriTIES of ISRAEL. By Hbdtoich Ewald, late Professor 
of the Uniyersity of Gottingen. Translated from the German by HicmY Shab 
SoLLT, UJL, 8yo. price 124. 6d. 

The TREASITRT of BIBLE KNOWLEDGE; being a Dictionary of the 
Books, Persons, Places, Eyents, and other matterB of which mention is made in 
Holy Scripture. By Bey. J. Atrb, M.A. With Maps, 16 Plates, and numeioai 
Woodcuts. Fcp. 8yo. price 6s, cloth, or 10«. 6d. neatly bound in calf. 
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LECTTTBES on the PENTATEUCH and the MOABITE STONE. 
By the Bight BeT. J. W. Colenso, D.D. Bishop of KataL 8to. 12s. 

The PENTATEirCH and BOOK of JOSHUA CBITIC ALLT EXAMIHEB. 

By the Bight Ber. J. W. Colenso, D.D. Bishop of Natal. Crown 8yo. Bi, 

An IHTBODUGTION to the STXTDT of the NEW TESTAMENT, 

Critical, Ezegetical, and TheologicaL By the Bey. S. Dayidbon, D.D. LLJ). 
2 vols. 8yo. price 30«. 

SOME QUESTIONS of the DAT. Bj the Author of * Amy Herbert.' 
Crown Byo. price 2<. 6d, 

THOTTOHTS for the AGE. By the Author of * Amy Herbert,' &c. 
New Edition, revised. Fcp. Sto, price 3<. 6d, 

The DOGTBINE and PEACTIGE of CONFESSION in the CHTTECH of 

BNQLAND. By the BeT. W. E. JsLF, B.D. 8to. price 7<. 6d. 

PEEPABATION for the HOLT COMMUNION ; the Deyotions chiefly 
from the Works of Jsbkmt Tatlob. By Miss Sewell. 82mo. St, 

LTBA eEEMANICA, Hymns translated from the German by Miss 

0. WiNKWOBTH. Fcp. Syo. prico 5«. 

SPIBITUAL SONOS for the SUNDATS and HOLIDATS through- 
ont the Year. By J. S. B. Monsbll, LL.D. Ninth Thousand. Fcp. 8to. 6t, 
18mo. 2s, 

ENDEAVOUBS after the CHEISTIAN LIFE : Discourses. By the 
Bey. J. Maktensau, LL.D. Fifth Edition, carefully reyised. Crown 8yo. 7s, 6d. 

HYMNS of PBAISE and PBATEB, collected and edited by the Bev. 
J. Mabtinbau, LLJ). Crown 8yo. is, 6d, 82mo. Is, 6i. 

The TTPES of GENESIS, briefly considered as revealing the Deyelop- 
ment of Human Nature. ByANDBBwJnsss. Third Edition. Crown 8yo. 7<.e(f. 

The SECOND DEATH and the BESTITUTION of ALL THINGS ; 

with some Preliminary Bemarks on the Nature and Inspiration of Holy Scrip- 
ture. By AsvBRW JuKBS. Fourth Edition. Crown 8yo. 8«. 6d, 

WHATELT'S INTBQDUCTOET LESSONS on the CHEISTIAN 

Eyidences. 18mo. 6d, 

BISHOP JEEEMT TATLOE'S ENTIEE WOEKS. With Life by 
Bishop Hebbb. Beyised and corrected by the Bey. C. P. Eden. Complete in 
Ten Volumes, 8yo. cloth, price £5. 6s, 



Travels, Voyages, &c. 

The INDIAN ALPS, and How we Crossed them : being a Narratiye 
of Two Years' Besidence in the Eastern Himalayas, and Two Honths' Tour 
into the Interior, towards Einohinjunga and Mount Eyerest. By a Lady 
PiONBSB. With Illustrations from Origfiial Drawings made on the spot hj the 
Authoress. Imperial 8yo. A2s, 
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TXSOL aiU tk« TTXOLXIE; being an Aeooint of the People and 
tte land, ia tfaeir BoeUl, Sporting, and ICoantaine^riiig ABpeott. By W. A. 
Baslum QaoBHAM, WIUinaBflEOHllliiatcBtionafnmi Sketches by the Aot^ 
GkovnSfo. 14c. 

•ne raOSTT CAirCASIFS;' An Aoconntofa Walk through Part of 
tlie BAQge, and of an ABoent of EQra in tbe Summer of 1874. 1^ F. O. Qboyjl 
WHh BIciift mmtrrtione engraved on Wood fay B. Whymper, from Fbotognq^ 
taken daring tbe Jcnraej, and a Map. Gtown 8to. price 16$, 

A THOVSAVB KILSS np the VILE, being a JOUSVET through 

BOTPT and ST7BL1 totiie SBOOITD GATABACT Bj Akxlul B. Sdwabm. 
With HghlT Dhutzationa from Drawings by the Anthorani, Two Majpe, Plans, 
Eanaimilea, Itc Imperial 8to. price 43c. 

OYZB the SSA and FAX AWAT; being a NarrafiYe of a Eamble 
roond the Worid. By Thoxas Woodbikb Hdvchuff, H.A. FJELG.S. Pmident 
of the Alpine Glob, Anthor of * Sammer Xonths amimg the Alps.' With 
14 foO-page mnstrationa, engraved on Wood from Photographs and Sketches. 
Medinm 8T0. Sic 

THKOVOH B08VIA and the HEBZEeOYUTA on FOOT daring the 

INSURRBCnON, August and September 1875 ; with an Historical Beview of 
Bosnia, and a Glimpse at the Croats, SteTonians, and the Ancient Bepablio of 
Bagnsa. By A. J. Btans, BJL F.S.A. With ICap and 68 Wood BngraTings 
from Photographs and Sketches by the Anthor. 8to. 18c 

DI8C0YXBIE8 at XPHESVS, indnding the Site and Bemains of the 
Great Temide of Diana. By J. T. Wood, F.S.A. With 37 Lithographic Plates 
and 42 Engrayings on Wood from Original Drawings and Photographs. Im- 
perial 8to. price 63c 

MEK0SIAL8 of the DISCOYEST and EABLY SETTIEIIEVT of 

the BEBiniDAS or SOICEBS ISLANDS, from 1615 to 1685. Compiled from 
the Colonial Becordc and other original sooroes. By^ Major-Genenl J. H. 
Ldbot, ILA. C3. FJLS. &C. Goremor of the Bezmndas. 8to. with Hap. 

lln&epreu. 

ITALIAN ALPS ; Sketches in the Moimtains of Ticino, Lombaidj, 
the Trentino, and Venetia. By Douoi^ks W. Fbbshubld, Editor of *Ths 
Alpine JoomaL' Square crown 8yo. with Maps and Slastrations, price 15c 

The BIFLE and the HOUND in CEYLON. By Sir Sahttel W. 
Bakbb, X«A. F.B.G.S. New Edition, with BlastraUons engraved on Wood by 
G. Pearson. Crown Sra 7c 6d, 

EIGHT TEAES in CEYLON. By Sir Sakuel W. Baxeb, M.A. 

F.B.G^. New Edition, with Blastrations engraved on Wood, by G. Pearson. 
Crown 8vo. 7c 6d, 

TWO YEABS IN FIJI, a Descriptive Narrative of a Residence in the 
Fijian Group of Islands; with some Account of the Fortunes of Foreign 
Settlers and Colonists up to the Time of the British Annexation. By LrrroN 
Forbes, M.D. F.B.G.S. Crown 8to. 8c 6d. 

MEETING the SUN ; a Journey all round the World through Egypt, 
China. Japan, and California. By William Simpson, F.B.G.S. With 48 Helio- 
types and Wood Engravings from Drawings by the Author. Hediom 8vo. 34c 

UNTRODDEN PEAKS and DNFBEQUENTED VALLEYS ; a Mid- 
sununer Bamble among the Dolomites. By Amblu. B. Bdwabos. With a 
ICap and 27 Wood Engravings. Medium 8vo. 21s, 
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Tlie DOLOMITS KOUlTTAIirS ; E^cnrsioiui timmgh Tyrol, Csrinthia, 
Carniola, and Frinli, 1861-1863. By J. Gilbbbt and Q-. 0. GHUBomLL, 7 JLG.S. 
With nnmeroos ninstrations. Square crown 8to. 2l«. 

The ALFIHE CLUB KAF of SWITZEBtiAirD, with parts of the 
Neighbouring Conntriee, on the Scale of Four Miles to an Inch. Bdited by B, 
G. Nichols, F.S.A. F.B.G.S. In Four Sheets, price 42s, or mounted in a case, 
62s, 6(2. Each Sheet may be had separately, price 13s, or mounted in a case, lAs. 

MAP of the CHAIN of MOHT BLANC, from an Actual Sarvey ia 
1868-1864. By Ada3£S-Be[LLT, F.B.a.S. H.A.O. Published under the Au- 
thority of the Alpine Olub. In Ohrcnnolithography c^ extra stout drawing- 
paper 28in. x 17in. price 10«. or mounted on canvas in a faUdlng^Gase, 12s. 6d, 

HOW to SEE NOBWAY. By Captain J. B. Campbell. With Map 
and 5 Woodcuts. Fop. 8vo. price 6s, 

GUIDE to the PTBENEES, fbr the nse of Monntaineeri. Bj 
Ohabiab Paokk. With Map and Illustrations. Grown 8to. 7«. M. 

The ALPINE GUIDE. By Johk Ball, M.K.I.A. late President of 
the Alpine Club. 8 yols. post 8yo. Thoroughly Bevised Editions, with Hani 
and Illustrations :— I. Western Alps, 6s. 6d, U. Cfentral Alps, Is. 64. m. 
Eastern Alps, IQs, 6<2. Or in Ten Parts, price 2s, id, each. 

Introduction on Alpine Travelling in General, and on the Geology 
of the Alps, price Is. Each of the Three Volumes or Parts of the Alpme Ouide 
may be had with this Intboduoiion prefixed, price Is, extra. 



Works of Fiction. 

The ATELIEB dn LYS ; or, an Art-Student in the Keign of Terror. 
By the Author of ' Mademoiselle Mori ' Third Edition. 1 vol. crown 8to. Ss, 

NOVELS and TALES. By the Bight Hon. B. Disraeli, M.P. 
Cabinet Edition, complete in Ten Volumes, crown 8to. price £3. 

iHBNBIKrTA Tbicplb, 6s. 
CONTABOn Flbmino, &c. 6«. 



LOTHAIB,6«. 

CoTsmsQSBT, is, 
Sybil, 6s, 
Tancbbd, tfi. 

VKBnBIIA,6«. 

CABINET EDITION of STORIES and TALES by Miss Sewisll:— 



Alrot, Ixiok, &c. 6s. 
TheYouNa Duke,&o. 6«. 
Vivian Gbkt 6s. 



AXT Hbbbbbt, 2s. 6d, 
Gbbtbudb, 2s. 6d, 
The Babl's DAnoHTBB, 2s. 6d, 
ExPBBiBNOB 0/ Life, 2s, 6d, 
OiMva Hall, 2s, 6d, 



lYOBS, 2s, 6(2. 

Eatharinb AsHTOir, 2s. 6dL 
Mabgabet Peroival, 9s, 6di 
Lanbton Pabsgnaqb, Bs, 64, 
Ubsula, 8«* 6d, 



BECEEB'S GALLUS ; or, Boman Scenes of the Time of Augustus : 
with Notes and Excursuses. New Edition. Post 8to. Is. 6dm 

BECEEB'S CHABICLES; a Tale illustratiye of Private Life among the 
Ancient Greeks : with Notes and Excursuses. New Edition. Post 8yo. 7s. 64. 

HIGGLEDY-PIGGLEDY; or. Stories for Everybody and Everybody's 
Children. By the Bight Hon. E. M. KNATCHBOLL-HuoBSSBy, M.P. With Nine 
Illustrations from Original Designs by B. Doyle, engraved on Wood by G« 
Pearson. Grown 8yo. price 6s. 

WHISPEBS from FAIBYLAND. By the Bight Hon. E. H. Knatoh- 
BULL-HuGBSSBN, M.P. With Nine Illustrations from Original Designs engravol 
on Wood by G. Pearson. Grown 8vo. price 6s, 
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The MODEBH NOYELISTS LIBBABT. Each Work, in crown Sro, 
complete in a Single Yolume :— 

Athxbstone Pbiobt, 2«. boards ; 3«. 64. cloth. 
ICiDBMOiSKLLB MoBi, 2s, boaids ; 2s, Bd. cloth. 
MxLViiiA's Oladiatobs, 2s boaids ; 2s, 6d, cloth. 

. Good tor NoTHma, 2s, boards ; 2s, M, cloth. 
— — HouiBT HonsB, 2s, boards ; 2s. 6d, dottu 
_^— HrrEBPBffTBR, 2s, boards ; 2s, Bd, cloth. 
— — Kixs COVENTBT, 2s, boards ; 2s, 6d, doth. 
■ QuxBN'8 Mabibs, 2s, boaids ; 2s, 6d, cloth. 

' DiOBT aBAVD, 2s, boards ; 2s, 6d. cloth. 

————— Gbmeral Bounce, 2s, boards ; 2s, 6<2. cloth. 
TbollofX'8 Warden, Is, 6d. boards ; 2s, cloth. 

BARCHEErrER Towers, 2s, boards ; 2s, 6d, doth. 

Brahlbt-Moobe's Six Sisters qf the Valleys, 2s, boards ; 2s, Bd, doth. 
The Burgomaster's Faiolt, 2s, boards ; 2s, Bd, cloth. 

BuSA, a Tale of the Tyrolean Alps. Translated from the German of WlLHSLHEffl 
Yon Hillbrn by Lady Wallace. 2s, boards ; 2s. 6d, cloth. 



Poetry and The Drama. 

POEMS. By William B. Scott. I. Ballads and Tales. IL Studies 
from Nature. III. Sonnets &c. Blnstrated by 17 Etdiings by L. ALiiA 
Tadeua and William B. Scott. Crown Svo. price 15s, 

KOOBE'S IBISH MELODIES, with 161 Steel Plates from Original 
Drawings by D. Maclisb, B.A. New Edition. Super-royal Svo. 21s, 

The LONDON SEBIES of FBENCH CLASSICS. Edited by Ch. 

Cassal, LL.D. T. Karcher, LL.B. and LfiONCE Stx^jvenard. In course of 

publication, in fop. 8yo. volumes. The following Plays, in the Division of the 

Drama in this Series, are now ready : — 

Corneille's Le Cid, 1*. 6d. Voltaire's Alzire, Is. Bd, 

Corkkille's Polyeucte, 1*. Bd, Lamartine's Toussaint Louvebtcrb 

BACIKE'S IPHIGfCNIE, Is, Bd, 2s. Bd. 

Voltaire's ZaIre, 1*. Bd, De Vigny's Chatterton, 1*. Bd, 

BALLADS and L7BICS of OLD FBANCE; with other Poems. By 
A Lano, M.A. Late fellow of Merton Collie, Oxford. Square fcp. 8vo. 6s, 

SOUTHETS POETICAL WOBES, with the Author's last Corrections 
and copyright Additions. Medium Svo. with Portrait and Vignette, 14«. 

LATS of ANCIENT BOME ; with IVBY and the ABMADA. By the 

Bight Hon. Lord Macaulat. 16mo. ds, Bd, 

LOBD MACAULAT'S LATS of ANCIENT BOME. With 90 Illastra- 
tions on Wood, from the Antique, from Drawings by G. Scharf. Fcp. 4to. 21s, 

Miniatnre Edition of Lord Maoanlay's Lays of Ancient Borne, 
with the Illustrations (as above) reduced in Lithography. Imp. 16mo. IQs, Bd, 

The JENEID of VIBOIL Translated into English Verse. By John 
OoKiSQTOS, M JL. New Bdition. Crown Svo. 9s, 
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HOBATII OFEBA. Library Edition, with Marginal Beferences and 
English Notes. Edited by the Bev. J. E. Yonob, M.A. 8to. 21«. 

The LTCIDAS and EFITAPHIUM DAMONIS of MILTOH. Edited, 
with Notes and Introduction (including a Reprint of the rare Latin Version 
of the Lyddas, by W. Hogg, 1694), by G. S. Jsbilam, M Jl. Crown 8yo. 2«. 6d, 

BOWDLEB'S FAMILY SHAXSFEABE, cheaper Genuine Editions. 
Medium 8vo. large type, with 36 WooDCirrs, price lis. Cabinet Edition, with 
the same iLLnsTEAnoNS, 6 yols. fcp. Sto. price 21«. 

FOEMS. By Jean Ingblow. 2 vols. fcp. 8vo. price 10*. 

FmsT SsBiBS, containing * Divided/ * The Stab's Monument,' Ate Sixteenth 

Thousand. Fcp. Sto. price 6s. 
Second Series, *£ Stobt of Doom,' * Gladys and her Island,' &c Fifth 

Thousand. Fcp. Svo. price fii. 

POEMS by Jean Ingelow. Fibst Sebies, with nearly 100 Blnstrations, 
engraved on Wood by DaMel Brothers. Fcp. 4to. 2l«. 



Rural SportSy &c. 

DOWN the BOAD ; Or, Beminiscences of a Gentleman Coachman. 
By 0. T. S. BmcH Betnabdson. Second Edition, with Twelve Coloured 
Illustrations from Paintings by H. Aiken. Medium Svo. 21«. 

ANNALS of the BOAD ; Or, Notes on Mail and Stage Coaching in 
Great Britain. By Captain Malet, 18th Hussars. To which are added, Essays 
on the Bead, by Ndibod. With 3 Woodcuts and 10 Illustrations in Ghromo- 
lithography. Medium 8to. 21«. 

ENCTCLOFJEDIA of BUBAL SFOBTS ; a complete Account, Histo- 
rical, Practical, and Descriptive, of Hunting, Shooting, Fishing, Racing, 
and all other Rural and Athletic Sports and Pastimes. By D. P. Blaine. 
With above 600 Woodcuts (20 from Designs by John Leech). Svo. 21«. 

The FLY-FISHEB'S ENTOMOLOGY. By Alfred Bonalds. With 
coloured Representations of the Natural and Artificial Insect. Sixth Editioiit 
with 20 coloured Plates. Svo. 14«. 

A BOOK on AN0LIH0 ; a complete Treatise on the Art of Angling 
in every branch. By Francis Francis. New Edition, with Portrait and 16 
other Plates, plidn and coloured. Post Svo. Us, 

WILCOCES'S SEA-FISHEBMAN ; comprising the Chief Methods of 
Hook and Line Fishing, a Glance at Nets, and Remarks on Boats and Boating. 
New Edition, with SO Woodcuts. Post Svo. 12«. Bd, 

EOBSES and STABLES. By Colonel E. Fitzwtobam, XV. the King's 
Hussars. With Twenty-four Plates of Illustrations, contaiidng very nnmerooa 
Figures engraved on Wood. Svo. 10s, 6el. 

The HOBSE'S FOOT, and HOW to EEEF it SOTTND. By W. 

Miles, Esq. Ninth Edition, with Illustrations. Imperial Svo. 12«. 6d, 

A FLAIN TBEATISE on HOBSE-SHOEIN0. By W. Miles, Esq. 
Sixth Edition. Post Svo. with Illustrations, 2«. 6d. 
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•SABLBi tmi. IT ABLIC^I' IfliMM. Bf W. Milb9^ Esq. -Imp. 8yo. 
vithlSFlateLUc. 



EmfA'ECT «m EOSSES* TEETH, addiessed to Fniehasers. By W. 
mum^Wmi. Fait&ro.U.M. 

Th« E0E8E: with a Treatise on Draught. Bj Wbcxiax Youatt. 
Bw MiUcn, leiind and fnltgad. Sto. 'with nnmeraas WoodcntBy ISi* ML 

Th« BOO. B J WiixiAx YovATT. 8yo. with inim«roii8 'Woodents, 6s. 



Tkb BOe in HEALTH ud BI8EA8E. By SrommwaB. With 70 
Wood KigxaTingB. Sqoan crown Sro. 7«. €d. 

Th« 6EETH0inn>. Bj Stokkhxhox. BeTised Editkn. with 25 
FOEtnits of Grqrhomidfl. Sqpaxe crown Sro. 15c 

The ox ; his IHseases and their Treatment : with an Essay on Fartori- 
tlan in the Cow. 9yJ.B.DoB80S. Grown 8to. with SlintKatioiis, 7b. Sd. 



Works of Utility and General Infonnatwn. 

The THEOBY and PEACTICE of BAmuJIO. By H. D. Haclbod, 
IC^ Burister-ot-lAW. Third Mition, thoroughly reriaed. 2 tola, 8to. 
price S6it. 

The ELEMEHTS of BAHKIHG. By Henbt Dxtnninci Maclbod, 
Esq. MJL of Trinity College, Cambridge, and the Inner Temple, Banister-at- 
Law. Crown 8yo. price Is, fid. 

IFCXTLLOCH'S DICTIONAEY, Practical, Theoretical, and ffistorical, 
of Commerce and Commercial Navigation. New and zeviBed Bditi<m. 8yo. 63«. 
Second Supplement, price 34. 6d. 

The CABIEET LAWYEB ; a Popular Digest of the Laws of England, 
Ciril, Criminal, and Constitational : intended for Practical Use and General 
Information. Twenty-fifth Bdition. Fcp. 8yo. price 9<. 

BLACXSTONE ECOEOMISED, a Compendium of the Laws of 

England to the Present time, in Fonr Books, each embracing the Legal Principles 
and Practical Information contained in their respectiye yolnmes of Blackstone, 
supplemented by Subsequent Statutory Bnactments, Important Legal DecisionB, 
&c. By D. M. Ajbd, Barrister-at-Law. Beriaed Edition. Post 8to. Is, 6d. 

PEWTEEB'S COMPBEHEESIVE SPECIPIEB; a Gnide to the 
Practical Specification of every kind of Building-Artificers' Work, with Forma 
of Conditions and Agreements. Edited by W. YouNa. Crown 8vo. Bs, 

WILLICH'S POPULAB TABLES for ascertaining according to the 
Carlisle Table of Mortality the Value of Lifehold, Leasehold, and Church Property, 
Renewal Fines, Reversions, &c. ; also Interest, Legacy, Succession Duty, and 
various other useful Tables. Eighth Edition. Post 8vo. \0s, 

HIETS to MOTHEBS on the MAEAOEMEET of their HEALTH 
during the Period of Pr^nancy and in the Lyinsr-in Boom. By the late 
Thomas Bull, M.D. New Edition, thoroughly revised and improved. Fcp. 
8yo. 2s. 6d. 
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The MATEBITAL XAVAGEMEirT frf CHIl^BEH in ESALTH, and 

Disease. By the late Thomas Bull, ICD. New Edition, thoroughly reriaed 
and improyed. Fcp. 8yo. 2s, Qd, 

The THEORY of the MODEBIT SCIEHTIEIC 0AME of WHIST. 

By WiLLZAM FoLB, F.B.S. Seventh Edition, enlarged. Vcp. 8yo. 2s, M. 

The COBBECT CABD ; or, How to Play at Whist : a Whist Cateohism. 
By Captain A. Campbell-Walkbr, F.B.G.S. late 79ch Highlanders ; Author of 
* The Bifle, its Theory and Practice.' 82nio. 2s. 6d. 

CHESS OPENnr0S. By F. W. LosraiCAir, Balliol College, Oxford. 
Second Edition revised. Fcp. 8to. 2s. 6d, 

THBEE HTTITDBED OBIGIHAL CHESS PBOBLEMS and STTTDIES. 

By James Fiebgb, If. A. and W. T. Poebcb. With nmneroos Diagrams. Square 
fc^. 8to. 7s. 6d. SUPPLBDIBNT, prlco 2s. 6d. 

A SKETCH of the HISTOBY of TAXES in Eir0LAirD from the 
Earliest Times to the Present Day. By Stbphxr Dowell. Vol. I. to the ClTil 
War 1642. Svo,10s,6d, 

The NEW CO]>E of the Edacation Departmezit, with Notes, Analyms, 
Appendix, and Index, and a Sketdi of ^e Administration of the Grants for 
Public Elementary Education (1889-1879). By H. J. Gzbbs, and J. W. Edwabds, 
Barrister-at-Law. Second Bditkm, revised and adapted to the New Code, 1876. 
Oown 8vo. is.6d, 

A PBACTICAL TBEATISE on BBEWING; with Formnlse for Pablic 
Brewers, and Instructions for Private Families. 9y W. Blagx. 8vo. 10*. 64. 

KODEBN COOZbBY for PBIVATE FAHltlES, reduced to a System 
of Easy Practice in a Series of carefully-tested Becdpts. By BuzA Acrov. 
Newly revised and enlarged ; with 8 Plates and UO Woodcuts. Fcp. 8vo. 6«« 

MAUNDEB'S TBEASUBY of KNOWLEDGE and LIBBABY of 

Bef erence ; comprising an SngUiOiDictionary and Grammar, CTnivBrsal Gasetteer, 
Classical Dictionary, Chronology, Law Dictionary, a cTnopeis of the Peerage 
useful Tables, fto. Bevised Edition. Fop. 8to. 6s, oloth, or 10*. 64. oalf. 



Knowledge for tlie Young. 

The STEPPING-STONE to KNOWLEDGE; or upwards of 700 
Questions and Answers on Miscellaneous Subjects, adapted to the capacity of 
Infant minds. New Edition, revised. 18mo. Is, 

SECOND SEBIES of the STEPPING-STONE to KNOWLEDGE: 

Containing upwards of 800 Questions and Answers on Miscellaneous Subjects 
not contained in the Fxbct S^biss. 18mo. Is, 

The STEPPING-STONE to GEOGBAPHY: Containing seyeral 
Hundred Questions and Answers on Geographical Subjects. 18mo. 1<. 

The STEPPING-STONE to ENGLISH HISTOBY; Questions and 
Answers on the History of England* 18mo. 1<. 
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The STEPPIlTG-STDirE to BIBLE KNOWLEDGE ; Qaestions and 
AxiBwns on the Old and New Testemente. 18mo. 1<. 

The STEPPING-STONE to BIOGBAPHY; Qmestioos and Answers 
on the livee of Eminent Men and Women, 18mo. U. 

The STEPPING-STONE to IBISH HISTOBT : Containing several 
Bundled Qaestions and Answers on the Histoiy of Ireland. 18mo. Is, 

The STEPPING-STONE to FBENCH HISTOBT : Containing several 
Hundred Questions and Answers on the History of France. 18mo. Is, 

The STEPPING-STONE to BOMAN HISTOBY : Containing several 
Hundred Questions and Answers on the History of Borne. 18mo. Is, 

The STEPPING-STONE to GBECIAN HISTOBT: Containing several 
Hundred Qnesti(ms and Answers on the History of Greece. 18mo. Is. 

The STEPPING-STONE to ENGLISH GBAMMAB : Containing several 
Hundred Questions and Answers on English Grammar. 18mo. Is, 

The STEPPING-STONE to FBENCH PBONTJNCIATION and CON- 

YEBSATION : Containing sereral Hundred Questions and Answers. ISmo. Is, 

The STEPPING-STONE to ASTBONOMY: Containing several 
Hundred familiar Questions and Answers on the Earth and the Solar and Stellar 
Systems. 18mo. Is, 

The STEPPING-STONE to MTTSIC: Containing several Hundred 
Questions on the Science ; also a short History of Music. ISmo. Is. 

The STEPPING-STONE to NATUBAL HISTOBT : Yebtebsate ob 
Back-boned Animals. Part I. Mammalia; Fast II. Birds, Reptiles, and 
Fishes. 18mo. Is, each Fart. 

THE STEPPING-STONE to ABCHITECTTTBE ; Questions and 
Answers explaining the Principles and Progress of Architecture from the 
Earliest Times. With 100 Woodcuts. ISmo. Is. 
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I^mdtcapei, Chmcliei, snd lioralitieit by 

liAire'sBalladaMidLyriol ~. M 

Latham's New Bngliah Dictionuy 7 

I Johnion*« Dictionaiy 8 

Handbook of the EnglUh Lan- 

guage ...» ^ » 7 

LiAnGHTOB's Nautical Snireying „. IS 

LiAWBBHcn on Bocks 14 

LsoKT's Hictory of European Morals 8 

— — — ^— ^ Rationalism 8 

. Leaders of Public Opinion 6 

Levbot'b Bermudas » 28 

Leisure Hours in Town« by AJCH.B 9 

Lessons of Middle Ace, by A.EJBL3 ^. 10 

LxwBB* History of Pliilosophy 8 

Lbwis on the Influence of Authority in 

Matters of Opinion 6 

LiDDBLL and Soott's Two Lexicons ^ 8 

LuTDLBT and MooBB'aTreasiuT of Botany 16 

Lloyd's Macnetian M 

i Waye-Theory of Lisrht „.„.^ 14 

London Series of French Classics SI 

LOBGHAS's (W.) Edward the Third S 

■ Lectures on EKstory of England S 

Old and New St. Paul's 17 

Chess Openings S7 

(F. W.) German Dictionary 9 

LouDOB's Agriculture 19 

Gardening ^ 19 

. Plants 16 

Ludlow's Warof American Independoace 4 

LuBBOOK on Origin oTCiTilisation „ 14 



HAQAULAT'a (Lord) Essayt ^^^ ^ 8 

-^— — ~~— History (KfEngland ^ 1 

Lays of Ancient Borne S4 

lifb and Letters 4 

Miscellaneous Writings 10 

. Bpwdies ^ 7 

■ ■ Complete Works......^. 1 

MAOLBOD'sScoKKMBleal Philosophy > 7 

Theory andPtaeflce of Banking S6 

Elements of Banking S6 

MoCULLOOH's DictioQaary of Commerce ... S6 

Mademoiselle Mori...»„ ^.... 94 

Malxt's Annals of the Boad S5 

Mallksoh's Genoese Studies. s 

Native States of India. 8 

MABBHALL'sPhystelogy.............................. 16 

MAWSWif ATI's Lift of Havelock 6 

History of India s 

MAitTnnBAU*B Christian Uib .................... si 

- Hymns m.m.....................,„,m 91 
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